AN 


INTERNATIONAL ECONOMY 



By the same Author 


AN AMERICAN DILEMMA: the negro 

PROBLEM AND MODERN DEMOCRACY 
{Harper^ New TorKy 

THE POLITICAL ELEMENT IN THE DEVELO 
MENT OF ECONOMIC THEORY 
(Rnutled^e & Kegan Paul) 




AN 

INTERNATIONAL ECONOMY 


PROBLEMS AND PROSPECTS 

by 

GUNNAR MYRDAL 



ROUTLEDGE & KEGAN PAUL LTD 
Broadway House, 68-24 Carter Lane 
London, £,€.4 



Printed in Great Britain 
by Lowe & Brydone (Printers) Ltd., 
London, IV. to 




CONTENTS 


Preface ix 

I. International Economic Disintegration i 

A Broad Vista. The Impossibility of a Democratic World Gov- 
ernmenL Iiuergovernmental Cooperation. 

II. The Viewpoint 9 

From Social Statics to Social Dynamics. The Ideal of Economic 
Integration. The Vagueness of the Ideal. Other Value-loaded Con- 
cepts. The Theoretical Frame. 

III. National Integration 17 

Common Characteristics. The Handicaps of Underdeveloped 
Countries. A Complex Process of Social Change. A Process of 
Social Organization. The “Organizational Economy." The Welfare 
State. The Solidarity Basis. Variations Around a General Trend. 

IV. National versus International Integration 32 

The Growth of Economic Nationalism. National Interest Con- 
solidation. The Faltering Strength of Internationalism. The Trend 
to National Autarky. The Role of the Large Countries. The 
Deterioration of International Law. International Disintegration 
from a National Po»» t of View. Internationalization of National 
Policies. The Need for International Solidarity. Attitudes and 
Institutions. 

V. Note on West-european Economic Integration 56 

The Record. The Superficiality of Approach. The Issue of Eco- 
nomic Equality. Lack of Popular Support. Some Lessons. Irrita- 
tions Between Western Europe and the United States. An op- 
timistic Conclusion. 

VI. International Payments 72 

A Lost Social Automatism. Quantitative Controls. Hopes of Reach- 
ing Convertibility. The More Basic Problem. International Meas- 
ures for Business Stabilization. Degrees of “Financial Soundness’* 
in Western Europe. Payments Only a Small Part of the Problem. 

viL Labor Mobility 89 

The Pre-1914 Era. The Period Between the World Wars. Present 



VI 


CONTENTS 


Trends. The Economics of Large-Scale Net Emigration. A Free 
International Labor Market. National Bondage for the Common 
Man. 

VIII. Mobility of Capital 98 

Capital Flow in Europe and to the New Continents. Enclave-Build- 
ing in the Backward Continents. The Period Between the World 
Wars. After the Second World War. The Capital Flow to Under- 
developed Countries. Underdeveloped Countries from the Wall 
Street Point of View. In Western Europe. Governments in the 
Lending Business. The Practical Problem. The Present Situation. 

IX. International Aid 119 

A Hesitant Beginning. Sharing Between the Rich. United Nations' 
Proposals for Aid to Underdeveloped Countries. Reasons for Inter- 
nationalizing International Aid. The Necessity of a Fairer Distribu- 
tion of the Burden. The Awkward Fact of the United States' 
Bigness. The Problem Will Stay with Us. Relation to Internal In- 
equalities in Underdeveloped Countries. Aid as Insurance Against 
Revolutions. 

X. The Consequences of the Cold War 137 

An Independent Variable. Migration, Capital Movements, and 
Trade. Effects of the Armament Expenditure. Other Economic 
Effects. Effects on Our Culture. A Political Effect. The Soviet Con- 
cept of International Integration. * 

XL The Drive for Independence and Development 149 

Inequality. The Liquidation cf Colonialism. The Impact of Color. 

A World in Revolution. The Attempts to Achieve Democracy, Eco- 
nomic Development: the Demand for a Short Cut. Are We Export- 
ing a Revolution? 

XII. National Integration in the Underdeveloped Countries 167 

Defining the Problem. The Need for Rapid Social Reforms. The 
View of Cultural Anthropologists. Some Main Assumptions. Social 
Cleavages. The Class Structure. Land Reform. Not Without Strug- 
gle. Education and Health. Population Pressure. The Economics 
of Population Growth, Population Policy. The Need for Large- 
Scale Fresh Research. The Role of the State. The Problem of Ad- 
ministration. Balancing the Economic Development Program. The 
Stage Set for a Great Human Drama. The Capacity to Absorb 
Foreign Capital. Access to Knowledge. The Role of Technical 
Assi.stance. 

XIII. Commercial Policy of the Underdeveloped Countries 222 

An Intellectual Suspicion. Unbalanced Economies: The Role of 
High Exports in Economic Development. The Terms 0/ Trade: 
Long-Term Price Trends. The General Level of Export Prices and 
the Question of International Distribution. The Political Issue. 
Instability of Markets and Stabilization Policies: Widely Fluctuat- 



CONTENTS 


ing Real Export Proceeds. Inflationary Pressures. Disruption of Eco- 
nomic Planning. National Stabilization Policy. The Convergence of 
Interests. Failure to Reach Practical Results. The Deeper Explana- 
tion of the Failure. Facing the World Market: National Export 
Policy. Diversification of Exports. Exports of Manufactured Goods 
Also. Cooperation among Underdeveloped Countries. Monopolis- 
tic Cooperation. Competition and Cooperation. Commercial Poli~ 
cies and Economic Development: Main Criteria for Import Policy. 
Creating the Domestic Capital for Development. A Precarious Bal- 
ancing. The Foreign Exchange Front. Special Reasons for Protec- 
tion in Underdeveloped Countries. Applying the Trade Controls: 
Increasing Self-Sufficiency. Tariffs and Quantitative Restrictions. 
Bilateralism. Note on Colonial Bilateralism and the Role of Big 
Companies. The Rationality oj a Double Standard of Morality in 
Internationa! Trade: The Very Special Trading Position of Under- 
developed Countries. The Trading Position of the United States, 

A False Principle of Equality. The Trading Position of the Rest of 
the World. How “Financially Sound” Is Western Europe Going 
To Be? 

XIV. The World Adrift 299 

Drifting Towards a Destiny. The Impact of the Cold War. An 
Emotional Cycle. In the Social Sciences. The Main Line of the 
Argument. The International “Class Society.” The Policies of the 
l^nderdeveloped Countries. The Moral Dilemma in the Advanced 
Countries. A Marxian Parallel. I'he Role of the United States. 
I'oday's Practical Agenda. 

Appendix. Methodological Note on the Concepts and the 
Vai I'E Premises 336 

The Place of Value Premises in Scientific Analysis. I'he Classical 
Theory of the P' feet Market. The Classical Theory of Interna- 
national Trade. 

Footnotes 341 

Lisi OF Lheraiure Referred To in This Book 3G7 


Index 


375 




PREFA C E 


This book is devoted to an examination o£ the present state of inter- 
national economic relations within the non-Soviet world. The problem of 
the political split between the East and West and the possibilities for fu- 
ture development — either towards a third world war or towards one form 
or another of more or less peaceful ‘'co-existence'* — deserves a study of its 
own which is not attempted here One of the chapters, however, deals with 
the economic effects of the cold war on the non-Soviet world. Otherwise, 
I am not treating the political problems related to the East-West conflict. 

The book grew out of a paper I contributed for a conference on “Na- 
tional Policy for Economic Welfare at Home and Abroad/* held by 
Columbia University at the end of May as part of the celebra- 
tion of the university’s Bicentennial. The special topic assigned to me 
by the conference committee was: “Toward a More Closely Integrated 
Free- World Economy.” The volume containing the proceedings of the 
conference includes an earlier version of the introductory and conclud* 
ing chapters of this book — Chapters I to IV, XIV, and the Appendix; 
a draft of Chapters V to XTII was also distributed to the participants of 
the conference. Needless to say, my participation in the Columbia con- 
ference was entirely in my individual capacity as a social scientist and 
this book has no diret relation to my functions in the service of the 
United Nations. 

Integration is, of course, an irieal, not a realized fact. Defined as a set 
of value premises ii affords a fixed viewpoint from which social reality 
can be studied. In this way it determines what things wc are looking for 
and what questions we ask. 

The ideal is also a living force in our society and it is, therefore, part 
of the social reality we are studying. If this were not so, the specific 
direction of a study deteimined uy the value premises would lack rele- 
vance and significance. The ideal works through people's valuations, their 
political attitudes. Whether we can hope for a gradual attainment of the 
ideal, and with what speed and to what degree, depends in great measure 
upon how strongly entrenched the ideal becomes in this sphere of human 
valuations. 

Our discussion will have to devote considerable importance to people’s 
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valuations. I take lightly the criticism that my approach is that of a 
philosophical idealist; I consider it realistic to seek to account in a 
methodologically satisfactory fashion for all the facts. People’s strivings 
are, indeed, among the most important social facts and they largely de- 
termine the course of history. To shy away from the volitional elements 
when analyzing a social issue and to deal with it in a purely ^'factual” 
manner is just as unrealistic as to study the life and behavior of an in- 
dividual without regard to the fact that he has a conscience. At bottom 
international economic integration is, like all other economic and social 
issues, a moral problem. 

This does not, however, justify any license in ascertaining and analyz- 
ing the social facts; on the contrary, it represents the one and only way 
to objectivity in social research. “Things look different, depending upon 
where you stand”; defining the value premises fixes the viewpoint. Biases 
can creep into research precisely because the value premises are not made 
explicit. Only when the valuations are exposed can biases be eliminated. 
But the viewpoint is still arbitrary until the value premises are tested by 
the criteria of relevance and significance to the society in which we live. 
I would much appreciate it if my readers would do me the favor of looking 
through the condensed methodological note the Appendix, \^ibere I 
refer to the deeper logical justification for this approach. 

The definition of economic integration in terms of value premises thus 
brings the direction of our analysis under logical control. The explicit 
value premises will also make it possible to evaluate situations and events 
and even to formulate policies that are rational in terms pf these premises 
and the facts as ascertained from their viewpoint. The main purpose of 
this book is, however, to find out where we are heading by studying ac- 
tual trends and the degree to which they can be expected to be changed 
by means of policy. 

The spreading use of th. general social science concept of “integra- 
tion” in relation to some of the old and familiar problems of economic 
analysis implies a conscious need for a broader vista than that of economic 
science. By a more comprehensive approach of this kind human interests 
and valuations are brought to the foreground to a far greater extent 
than by the type of partial study to which economists traditionally con- 
fine themselves. In this book the problems will be allowed to determine 
the scope of the discussion, without regard to the limitations of tradi- 
tionally assigned fields and specific methods of a particular discipline. 
Admittedly, the task then becomes more difficult; the very difficulty may 
warrant a greater degree of indulgence for shortcomings. The open treat- 
ment of opinions and prejudices is another reason why this book makes 
greater demands for tolerance on the part of the reader. 

The wider scope of the study and my wish nevertheless to present a 
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readable volume have naturally resulted in an exposition wherein details 
have had to be dealt with in a summary fashion and the interest focused 
entirely on broad perspectives and essential interrelations. Attempting 
to sketch the contours of an exceedingly complicated part of reality may 
not be without value, as I have the feeling that in our discussion of in- 
ternational integration we tend to lose sight of the forest through too 
much attention to the individual trees. The book has scientific preten- 
sions in the sense that I have tried to state my premises explicitly, get 
the facts straight, and think things through stringently. But I am aware 
that at best it can only be considered as an outline of the really compre- 
hensive study of the problem of international integration that we still 
need. The amplification of this outline would require not only a mud 
more systematic bringing together of the results of social research in many 
fields, but also the undertaking of much new research. 

To remind the reader and the author of the deeper methodological 
problems connected with the choice and use of a value premise, the 
value-loaded term “integration” is in this book systematically referred 
to as an ideal, and its vagueness noted. For the same reason I have often 
taken the piecaution of using the first person in expressing judgments, 
particularly when it can be expected that they are not altogether in line 
with conclusions which everybody else might draw from the facts 
presented. 

In preparing this book 1 have been most fortunate in the great num- 
ber jI fiiends and colleagues who have read various drafts of the text; 
their critical observaiioi have in almost all cases led me to make amend- 
ments and additions. 1 owe a very special debt of gratitude to Charles 
Kindleberger and Hal B. Lary v ho, in the anguish and intellectual be- 
wilderment of the three weeks b fore Christmas 195;;, when I faced the 
necessity of quickly producing iny first draft, generously shared with me 
their thoughts on the subject matter. Reading over the final text, I find 
that I have capitalized greatly on this first aid of theirs and in some 
cases even retained their formulations. Syrlney Fairmont has assisted me 
when working through the laige amount of material for the book and 
preparing the text for print. Hal B. Lary and Paul Streeten read through 
the final manuscript and made a great number of suggestions for improve- 
ment of the argument and the form of its presentation. 

Gunn AS Myrdal 


Geneva 
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CHAPTER I 


International Economic Disintegration 


A Broad Vista 

The disintegration of the world today, compared with the world of 
1913, is partly — but not entirely — more apparent than real. Th(‘ more 
ilosely integrated world community before the First World War was a 
partial one, excluding in the main peoples of color, colonial lands, and 
backward countries in general. 

International migration, capital movements, and trade functioned on 
the whole rather effectively within the small group of advanced coun- 
tries and between them and tiny enclaves cut out of the submerged 
world about it. The “world” of 1913 was, like Athens in the days of 
Pericles, in many respects a model civilization — if one forgets the fact 
that it excluded from its * :^nefits the larger part of mankind. Any new 
international system ensuring stability, broadly shared progress, and a 
commonly felt confidence in the future must be attained on different 
terms, since the peoples who were ti»en excluded are unwilling to resume 
their earlier passive role. 

Social science regularly lags behind events, and there is still a tend- 
ency to discuss the world economic problem from the narrow point of 
view of the small minority of mankind in ihe nationally integrated and 
prosperous countries, and to do so in terms all too exclusively of their 
trade and payments problems. This was perhaps an adequate approach 
in the nineteenth century, but it is now illusory' and totally inadequate. 
By far the most important symptom of the failure of international in- 
tegration is the fact that so many countries, with such large populations, 
are relatively so poor. The trend is actually towards greater world in- 
equality. 

It is, in fact, the richer countries that are advancing while the poorer 
ones, with the large populations, are stagnating or progressing much 
more slowly. This has been the case for several generations. In the richer 
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countries we are conscious of being part of an economic civilization that 
has given us, and promises to continue giving us, rapidly rising economic 
standards; but for mankind as a whole there has actually been no progress 
at all. 

As Mr. H. W. Singer has rightly pointed out, world real income per 
capita, and with it the standard of living of the average human being, 
is probably lower now than twenty -five years ago, and perhaps lower than 
in 1900, because the nations that have rapidly raised their economic 
standards have been a shrinking proportion of the total world popula- 
tion.^ Singer adds a comment that should be ponderrd carefully: "Marx- 
ist analysis, in which rising standards of living for given groups and 
sections are somehow held to be compatible with general deterioration 
and impoverishment, is much truer for the international scene than it is 
for the domestic." 

In a sense, the awakening of large, barely subsistence-level sectors of 
the world, previously ignored, and the general trend towards their po- 
litical and economic independence, imply an enlargement of the inter- 
national economy, which in itself is a step towards closer economic in- 
tegration. But the resulting entry onto the sphere of attention of enor- 
mous — and steadily increasing — economic diflerences, which may take 
centuries to overcome, signifies a glaring lack of international int^a- 
tion, and dramatically enlarges the scope of our problem, precisely be- 
cause of the extension of the international economy. 

L^bor migration has ceased to function as a factor of integration even 
between the advanced countries and offers no prospect of playing any 
important role in integrating the underdeveloped countries into the world 
economy. The international capital market has shrunk and, with the 
breaking down of the colonial structure, it can even less be depended 
upon to provide the underdeveloped countries with capital for develop- 
ment. International aid has, within limits, effectively come to the rescue 
of floundering national economies in the old partial world of advanced 
countries, but it has barely begun to face the bigger task of integrating 
the world as a whole. 

Trade has limits as a substitute for factor movements in effecting 
integration, even in a partial world. In any case, no liberalization of 
international trade can be expected by itself to change radically this sit- 
uation of open international disintegration or this trend towards an in- 
creasingly widening gap in levels of production and consumption and of 
living standards. By itself "freer trade" would even tend to perpetuate 
stagnation in the underdeveloped regions. 

Migration, capital movements, international aid, and trade are not 
the primary means of achieving this closer integration. In a real sense 
they are the products of integration, not the cause. They can help, but 
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(hey cannot be relied upon to do the job. The major task is first to force 
economic development in the underdeveloped countries to the point 
where a more unified world system can be solidly built. 

In the poor and backward countries this task will have to take the 
form of measures to start the process towards national integration; for 
the main weakness of these countries is undoubredly that even nationally 
they are badly integrated. A number of steps must certainly be taken 
which — to put it -mildly — in the short term are not calculated to pro- 
mote closer international integration. Yet witliout national integration 
the present enormous differences in standards and rales of development 
will be maintained and even increased. 

These countries need national integration — and, if possible, regional 
cooperation — also in order to win bai gaining power, a very necessary 
condition for the achievement of some political balance in the world. 
It would be a poor imcrnatiorlal integration of a demoLiaiie world that 
left so little bar'gaiiiing power in the hands of the great majority of its 
peoples. 

The practical problem is to find a modus vivendi which promises 
steady progress towards international integration. A short-term solution 
in more absolute terms is out of the question. 

Meanwhile, and mainly for independent reasons, the advanced coun- 
tries themsehes have; not yet found a new and viable international bal- 
ance among their national economies. Jn the world setting this is the 
smaller and simpler, practical problem, but much the greater part of 
current international discussion is presently devoted to it. As an element 
in the greater complex oi world jnoblems, the international integration 
of the advanced countries is not unimportant, particularly because a solu- 
tion would create a climate where we could tackle with more zeal and 
vigor the much bigger task of pronioting the de\elopment of the under- 
developed countries. 

Unfortunately, there are no valid reasons to expect an early solution 
even ot this simpler problem. There is one thing, however, that we do 
know about any new system of better incernatiorial relations among the 
advanced countries which may eventuate: it will bear little resemblance 
to the old, preo9i4 system with its standard, free labor and capital 
mo’v emcnts, and multilateral trade. 

Over this whole complex of world economic problems there looms 
ominously the political split between the Soviet and the non-Soviet power 
blocks. The di\ision of the world into two hosdle camps — with some 
countries in various degrees of neutrality — represents the biggest single 
element of acute international disintegration. This problem as such 
falls outside the scope of this book, which is entirely focused on the 
limited problem of international economic relations in the non-Soviet 
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world. Yet it has direct and indirect effects upon the economy of every 
single (ouiuiy. it would be unrealistic to discuss the development of 
economic relations in the non-Soviet wc^rld if these effects were not taken 
into account. 

The Lmpossibiuty of a Democratic World Government 

Those arc the problems that should be studied under the value premise 
of (loser international economic integration. In recent decades a few 
countries have come a long way towards internal economic integration. 
As 1 demonstiate in Chapter III, national economic r'»tcgration has in- 
crcasingl'y been a process ol sotJal organizaiion, in the course ol whirli 
social and economic barriers were abolished and greater cciuality of op- 
portunity realized. In this process a complex system of interference with 
the functioning of the pi ice mechanism has played an important role. 
The princijjle of siianng risks and of equalizing income and wealth has 
l>een ajqrlied e\(T more eflectivcly. rhe whole process has been proc(‘ed- 
ing upon ilic basis of atiitudes of national belongingness and solidatity; 
thi') basis lias ccmtinuonsly bten siiengthened as a result of the integra- 
tion process itself and the participation by the (iti/ens irr the political 
lesponsibility ioi its diteclion. 

When interiKitional integration is held as an ideal, tire corresponding 
|)oliiical imag(^ earned to its logical perfection, is a world state' under 
a wrald governmeiii. directed by a deincxratic p»o(»\ss in which, directly 
or indiieclly, all jjcopk' panic ipatc. .Such a woild go\ernmenl would 
lia\e good leasoii to insiigait: policies w’hich, viewed iiorn the stains rx 
(intc positie)!!, dist niuinaied in lavor of Uie great majority of backward 
peoples. 

lake' gCAca iinrc lUs in all well-inlegtaled national slates, the democratic 
world go\fM iniK'nt Avould establish impediments to bee molulity wdicn 
that was Ixlieved lo he ap])io])riate to reacfiing greatc'r ecjiialitv ol ojj- 
jjouiinit’v, lun moie often it wcmld lake measure^ lor (‘luoinaging mobil- 
ity when it was hampeied. In any casc', it would rarely hnd it dt'sirable 
to o)g<ini/e impedimenrs to mobility along gccagraphical lines, it wemid, 
like national governments, regularly sight its discriminatory inter\en- 
tions inoie directly iijion their objectives 

I'o naiional go\ c'l nments, national frontiers represent limits ol po- 
litical authority and responsibility, and barriers to irilei national trade 
or movetneaus of pcasons and capital over tire boundaries have always 
been an important instrument of national economic policy. But from 
the poitrt of view of the ideal of international integration, ihc^se barriers 
are poor substitutes lor the more rational and more positive policiers a 
world government would adcjpr in oi'dcr to discriminate between the in- 
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teres ts of different localities and industries in favor of the general interest. 

The primary reasons why a democratic world government in our era 
is not conceivable are, of course, social and psychological, lii the world 
at large, or even in such a large and diversified pait of the world as the 
non-Soviet group, the valuations arc too varied More specifically, there 
does not exist that human solidarity which in tlie national stale is a 
result of the historical process towards integration and which induces 
individuals and social groups to accept rules and regulations that are 
not to their own immediate advantage. 

The international solidarity in a war alliance can, as historical ex- 
perience shows, be solid and strong, but it is not lasting and does not 
furnish a stable basis lor continued close coopetation under less ptessing 
( ircumsiances. Any careful study of the piesent situation demom^trates 
tb.<t the East' West tension has barely produred a precarious niodicimi 
of international solidarity in the non-Soviet wauld, and particularly so 
outside rhe narrow field ol military prc]>aiedneoS. This is, for obvious 
reasons, espcdally tre*. m relations between rich and poor nations. 

lNrfR(;OVl RNMI N'lAL Coori' RATION 

rhe way to roach the modest degue ol international cooperation 
towards closer economic integration which i', at all possible in our age 
is by means ol Iiilaieral or iindtilatcral agreements between separate and 
sovereign states. 'I'he goal is always to approach a unified policy thi'ough 
these agreements, im})lviiig an intergovernmental cooidiiration of na- 
tional poli(i(;. ancl thtnr application within each country for agreed i»re- 
cisc puiposc\s, so that they aie diiectcJ toward a common goal. This is 
still a far cry from the idea' of democratic world government, since such 
agreements establish rights and obligations only for the governments of 
states, and nol directly lor the individual citi/ens. 

During the Second World War, wd en thinking and planning were free 
and courageous and when illusions had unhaiiipered play, a great effort 
was made to build up fo: times of peace a stiuctiuT of international or- 
gani/ations that would effectively coordinate riaiional economic policies 
on a world scale. As a huge intellectual war memorial the libraries ha^e 
catalogued and placed on the proper shelves an outburst of iimratuie 
culminating in the year following the' .var, in w^hich the hopes oi what 
these organizations would accomplish were given archirerlural elevation 
and the likeness of realism. To recall these hopes now is awkward but, 
I believe, necessary for any attempt to give a critical perspective to popu- 
lar beliefs today, which In 11)65 may well be equally illusory. 

Wc should, at the saim time, face the fact that, on the whole, these 
organizations have not been peimittcd to function effectively, and that 
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even on limited issues practical results have been difficult to achieve. 
Professor Jacob Viiier’s dictum five years ago, that "despite ... the elab- 
orate planning and negotiation and the impressive array of agencies, 
charters and noble pronouncements, the world is without effective formal 
international economic organization today”^ is even more true now. 

GATT, the remnant of the International Trade Organization, has 
nevertheless been an important forum for discussion of commercial policy 
between certain governments — as the International Monetary Fund has 
of financial polic) — and lias also had an immcdiati' and piactical, though 
limited, significance in keeping tariffs under certain international con- 
trol. Efforts are now under way to strengthen both GATT and the Fund 
and to enlarge somewhat their scope of ac tivity. 

Of all the new organizations, the International Bank for Reconstruc- 
tion and Development — of which more in Chapter VHI—lias probably 
come nc‘arcst to realizing the original iiitemioii'i of its founders, though 
its oj^eiarions have lucn on a relatively small scale. 

1 he Food and Agiiciiltuie Organization has a mandate to tackle the 
[iroblems not only ol inoie productive methods in agriculture and greater 
prospeiity among lairncrs, but also of higiicr nutritional standards ilirough 
iniernariona] action lor the disposal of surpluses; however, suggestions 
and discussions roncerning these wider i.ssue.s have not so tar been tians- 
loimed into practical .solutions. Meanwhile, like tlie other United is'a- 
lions specialized agencies, the FAO is sucresslullv eairying on an impor- 
tant technical assistance acti\ity, though again on a relatively very small 
scale. 

Tlie Economic and Social Council and the General Assembly of the 
United Nations have been })rimaiily disrus'-ion forums and propaganda 
platlonns. This is by itself a reaNon.ibly im])Oilant function in the pres- 
ent world situation, tboiigh it is far frezm the main pm poses acc.orcled 
them by the Charter of both initiating and coordinating international 
action on a broad scale in the economic and social field. Important issues 
— such as the struggle against colonialism or the need lor economic de- 
velopment in underprivileged countries — arc kept alive; governments 
and the geneial public are continuously compelled to worry about them 
and to rake positions. Studies are requested and carried out and proposals 
blueprinted; there is a gradual pressure to take" certiiin preliminary steps 
towards tackling some of the major international problems by concerted 
action. 

Thus, after President Trumans encouraging initiative, the United 
Nations sponsored the significant experiment of international technical 
a.ssistance. It is not impossible that, under tlie pn^sure kept up by the 
poorer countries, some practical bc'ginnings on a modest scale may soon 
also be made tow^arcls creating international instiiutions for distributing 
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capital aid for economic development in underdeveloped countries and 
for giving international credits other than, and beyond, those the Inter- 
national Bank is permitted by its mandate to handle. 

Neither have the regional efloris as yet borne much fruit. The three 
Economic Commissions — For Europe, lor Asia and the Far East, and for 
Latin America — have pioneered in sponsoring Jiuensive economic re- 
search of value to each government judividuaily and have also made 
modest beginnings towards regional cooperation in a great number of 
piactical, technical liclds: but in the pi c^ ailing political climate their 
attempts to tackle the major economic issues have mostly l)cen fnistraied. 
The work on Wesl-Fjiropean economic iiitegiation is reviewed in Chapter 
V; the results till now have largely been a failure, ihough at least the 
present authr>r is not prepared to join the defeat ists. 

In the other regions of the non-Soviet world theie is even less cohesion 
than in Furope. d'he undet developed countries have joined their forces 
in making demands upon tire rcM of the weald in the course ol general 
encounters in the \aiious oigans of ilie United Nations and other dis- 
cussion forums, but their readiness for artua! eionornic cooperation 
among themselves, which is put to the test in the relations between 
neighboring (ountries in tlu' regional organr/ations, is iteble or alto- 
gether nonexistent. Not only the forrijer colonies, Inu also the other 
uiiderdevcIojK'd courniies, di'monstiate a [avi hologual and jxditical 
fixation in re lation to one or seveial ‘hm Uopr>lj(:ui” countries — to which 
th'-'y react positively or negatively— and their (.conomic relations tend 
to be under the same spell. 

Thus there is still very little economic cooperation among countries 
in \sia. Ihc ngiunal approach to economic (jiiestiims on the part of 
the governments in Latin America is aisc' almost entire!) lacking wlien 
It (omes to its practical afiplication. 7he Aral) League, whnh fought 
for the partial exem(>tion of a co torus union from the ])rincip]e of 
nondisctimin.'uioTi in the ll'O c ha* ter, is it.:'.. If tnaking no progress in 
f stablisliing effective economic coopeiation. d'he only type of etonomic 
cooperation between the Arab states which has borne some piactical 
result is the negative one of keeping up ti*e boycott against Israel. Africa 
is still mainly a chessboard of colonial dep;.in]encies of VVcsi-Furopeaii 
countries which do not cooperate me* cfieclively in Africa than in their 
own contiBcnt. 

Against this background, the British Commonweal tli stands out as 
a nongeographical grouping of independent nations whth a common 
history, joined together by a considerable social ^^ense of solidarity and 
in many instances by political allegiance to the symbol of the C.ro'wn. 
In spite of many ccntrinigal forces, tensions, and internal conflicts it 
remain^ a reality which is asymmetric, vague, and shifting but never- 
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iheless of considerable practical importance. A relatively high level of 
labor and capital mobility has been continuously preserved, mainly 
between Britain and tlie Dominions with European populations, and 
has been facilitated by close ties of trade; these political and trading 
relations have also served as the foundation for the sterling area, which 
is the remnant of the old gold standard system, directed by die Bank 
of England. The Colombo Plan is another onlgrowth of the solidarity 
of the British Conimonwx'alth, even if the circle of participating c(3un 
tries has now been enlarged; it represents a hesitant beginning on a 
diminutive scale of acccjJting a common responsibility for economic 
developnient in Asia. 

What must be recognized as a relative failure till now of practically 
all attempts at organized international cooperation should be thought 
over cjtefully, not with a view to discouraging new attempts, but rather 
to guiding th<un more wisely. I'here are compelling reasons to keep 
pressing on to inicrnation.tl economic cooperation whenever diere is a 
chance to accom})Ii^h soriietliirrg, e\en on a modest scak::; and m this 
book I propose to s[»eli out those reasons. 



CHAPTER II 


The Viewpoint 


The foregoing pages gave a vista of the range of ]>rohlcms 'o be 
lacklcd. This (ha[)icr foiuaius a nuiiiljcr of assertions that 1 am afraid 
will not be sc'lfavit'enl to every reader; they aie infcrentL' fiom the 
analysis contained in later chapters. Before proceeding further with 
the argument, however, it is necessary for me to elanf) iny main con- 
cepls and to indicate briefly the d^pendeiue ol iii) anah.si.s on value 
premises. The interested reader is lelcruxi to the Appendix for a some- 
what fuller ire<itrnei)t ol the value prc/hhan. Those who art: allergic to 
this type of methodological clarification are advised to turn instead to 
tliv" beginning of the next chapter wdieie the actual argument is taken 
up again. 


From Social Slatigs to Social Dynamics 

The term “economic integration'' is one of the expicssions that 
emerged after the Second World War as new pojmla) banners in the 
political discussion ol internal iona- questions. ‘ Kconoimc dcvelojmient 
of under develojH'd cour«iies'' is aiiotner spt'Cjes of the same genus, actually 
closely related to the first. Their appearance as banners in ilebatc reflects 
a changed world situation to which our scientific exertions have to be 
adjusted. The new terms symboli/e inteiests, ideals, aspirations, and 
visions, wliich on the intcinationttl scene are new\ at least in their 
present judiiical significance. 

Literally, “integration" means nothing more than that parts are 
bi ought together into a whole. LTitil the Second Woild War the term 
was used almost exclusively in the social sciences by sociologists and 
cultural arithiopologislM T hey wxtc still werrking under a stronger static 
bias than the economists, and the term, having then as ncjw a positive 
value connotation, was usually employed by them to characleii/.e 
stable social relations within a stationary community: most typically an 
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isolated piimitive community in Malthusian population balance with 
fixed mores and an established division of functions and responsibilities. 
When exogenous influences caused changes in the social relations within 
such a community, these changes — ^w'hich at least in the shorter run 
could be considered as detrimental disturbances to its functioning norms 
— were characterized as "disintegration,'* with a meaning similar to the 
other statically conceived sociological concepts with a negative value 
connotation: "disequilibrium," "disorganization," "maladjustment," and 
"crisis." 

This static concept of “integration" and its employment to characterize 
isolated and stagnant primitive communities corresponded — with a 
time lag not unusual in the development of social science — to the inter- 
national political situation as it existed before the First World War. 
Broadly speaking, this situation was that, with the exception, on the 
one hand, of the partial world of advanced and industrially progressive 
countries in Europe and those countries in the New World that were 
being populated mainly by people of European origin and, on the other 
hand, of colonial enclaves cut out to serve the interests of the advanced 
countries, mankind in general stagnated passively at extremely low 
levels of technical culture and standards of living. 

Within, as well as between, the advanced and progressive countries 
there was lively intercourse, and continuous and far-reaching mutual 
adjustments constantly took place. For them the term "integration," if 
it had been UvSed, would have implied a dynamic process instead of static 
balance. But in this period there was' no realistic basis for posing the 
question whether the far larger submerged part of mankind could be 
effectively integrated with the partial world of advanced and piogressive 
countries, or even for putting forward the idea that, within this orbit 
of backward civilizations, any integration made sense other than that 
which took place wdthin isolated and stagnant local communities. 

This political situation has now changed and so our concepts acquire 
a nev/ meaning. World development, in response to which the new term 
"integration" has also become popular and politically significant, has its 
very essence in a violent and radical breaking down of cultural isolation 
and in the rising tide of demands from the formerly passive and silent 
masses in the backward regions for greater equality of economic oppor- 
tunity and fuller participation in our modern civilization. The term "in- 
tegration" is now employed in a sense almost contrary to the old one: 
as signifying a goal of social change instead of static balance and, more 
specifically, of the internal and mutual adjustment of national com- 
munities rapidly brought into much closer interdependence. 

The sociological problem at which I hinted now receives a new, 
dynamic, and practical setting: how to direct, by a planned policy, eco- 
nomic development and all other social changes, so that institutions, 
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patterns, and mores are adjusted to avoid cultural impoverishment and 
social chasms. Integration becomes a norm for national and international 
intervention in tlie process of social change. I return to this problem 
in Chapter XII. 

The general acceptance of the dynamic term “the underdeveloped 
countries" signifies by itself this big transformation of the world political 
scene. The expression commonly used until recently was the static term 
“the backward regions.” 

The Ideal of Economic Infegration 

'^Economic integration'' is the realization of the old Western ideal of 
f’quality of opportunity. The essential clement of this ideal, as we 
commonly understand it when it is related to social relations within one 
country, is the loosening of social rigidities which prevent individuals 
from choosing freelv the conditions of their work and life. The economy 
is not integrated unless all avenues are open to everybody and the re- 
munerations paid for productive services are equal, regardless of racial, 
social, and cultural dihcrences. 

The things that have to change in a social process directed towards 
the realization ol this ideal are mainly those that customarily, by means 
of broad structures of formal abstractions, are kept outside economic 
analysis. In that sense, economic integration is at bottom not only, and 
perhaps not even mainly, an economic problem, but also a problem of 
political science, sociology, and social psychology. The gradual achieve- 
ment of equality of opportunity assumes the emergence of a community 
with ever freer social mol qity based on a fuller realization of the norms 
of equality and liberty. In thi^ community there must be a growing social 
cohesion and practical solidarity. The members must increasingly come 
to feci that they belong together and have common interests and re- 
sponsibilities, and they must acquire a willingness to obey rules that 
apply to the entire community and to share in the cost of common 
expenditures decided upon by political process. This political process 
must assure an ever wider participation on the part of all citizens. In 
fact, as we proceed, it will become evident that economic integration is 
a complex phenomenon that canno. oe properly studied without looking 
at the full range of social change. 

It wdJl be assumed — and this assumption will be shown to be realistic 
— that conditions of general economic progress are necessary for giving 
a greater degree of realization to the ideal of equality of opportunity; at 
the same time it is understood that equalizing opportunity is a condition 
for sustained economic progress. 

For over a century it has been part of Western democratic thinking 
that redistributional reforms, evening out large and frozen differences 
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in incomes and wealth between regions and social classes, are needed in 
order to give reality to attempts to establish equality of opportunity. 
Because wealth may be transmitted by inheritance and because large 
elements of monopoly and windfalls exist in our economy — causes of 
inequalities unrelated to different innate abilities — redistributional re- 
forms are assumed to be needed to create a real equality of opportunity. 

In the Appendix 1 refer to the fact that these ideals are not only rooted 
in Western democratic thinking generally but are basic to the classical 
economic doctrine. I am, therefore, in line with the traditions of political 
economy when in this study I define economic integration in terms of 
these broad valuations, centered around the ideal of equality of oppor- 
tunity. 

That economic integration in this sense — international as well as 
national — is desirable, is the specific value premise of the present study. 

Reality is always studied from the viewpoint of the ideal. The prac- 
tical problem is how — by what policy changes — reality can be made to 
approach the ideal. It is recognized that reality is very far from the 
ideal. In this situation a move towards the ideal is assumed to be 
desirable, while a move away from the ideal is undesirable. 

The primary task of scientific enquiry is, however, to ascertain the 
actual trends: whether, and to what extent, they imply a process of 
closer economic integration or whether the world economy is confinu- 
ously disintegrating. The causes of the trend need to be studied and 
specified in the different fields of international relations. Closely con- 
nected with this is the other factual question of the degree of probability 
that integration policies will actually be pursued, the effects they would 
have, and, consequently, whether and to what extent the trends are 
likely to be changed into a process of greater integration. 

A few of the industrially most advanced countries have succeeded in 
recent decades in attaining a relatively high degree of internal economic 
integration. In order to render our concept of economic integration 
more concrete, it is important to study the actual processes of social 
change in these advanced countries, where integration is in fact being 
gradually adiieved; the next chapter is devoted to this task of giving 
empirical substance to our value premise. It may be useful, however, at 
this point to anticipate a few of its main conclusions. 

We shall find that in the advanced countries where economic integration 
has gone furthest, if has been the outcome of fundamental changes in 
all social relations; these changes have generally implied a fuller realiza- 
tion of the Western ideals I referred to. Economic progress has been 
woven into this process of social change by being both cause and 
effect; redistributional reforms have gradually been given more and 
more importance as the national communities became richer. Looking 
backwards, the achievement of the high level of economic integration 
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ill these countries appears as the result of interactions within a dynamic 
social process of cumulative causation. This process has continuously 
been furnished with new momentum by economic progress — which, how- 
ever, itself has been conditioned and spurred by the other changes — and 
by the norms and ideals constantly operating through people’s valuations, 
the fuller realization of which has, at the same time, gradually strength- 
ened them as social forces. 

As a goal-directed process — i.e,, from the point of view" of attaining an 
ideal — the higher economic integration stands out as an achievement 
of social organization, resulting from an effective political techniejue 
by which people could voluntarily organize their living together through 
the development of policies a})j)ropriatc to seeing this ideal realized. 
During the progress towaids economic integration this political techniejue 
has everywhere been perfected, assuring an ever fuller active paiticijra- 
tion cjf all citizens in directing the couise of development in the national 
communities; and this change by itself is an impoi tant clement in the 
cumulative social process. 

Only to a minor extent, however. ha\e the specific policies been directly 
aimed at allowing market loiccs fiee play. As a rnaticT of fact, many of 
the policies recjuired for reaching higher economic integration have cut 
right act OSS market forces. This is the reason why economic integration 
cannot be realistically defined in tenns of the classical free market 
economy and w"hy we have had to reach underneath this theoretical 
concept to the common heritage of much more general ideals in Western 
SOCK ty. If we do not find tlie ideal or methods of a free market economy 
to be characteristic of an integrated economy, but rather the opposite, 
we do nonetheless find a radually fuller realization of those basic ideals. 

‘dTitcrnational economic integration” is the realization of the same 
ideal of ccjualiiy of oj)port unitv in the relations between peoples of 
diffeient nations. This may seen* far-fetched but is in fact, what we 
must mean, if we consider the matter. If we hesitate to express it so 
clearly, it is only because we are further away from the goal and because 
we of the richer countries are not yet picpared to accept in practice, 
even in a small measure, the consequeiicof of the ideal of international 
integration. 

This book will be devoted to a.'alyzing this situation and its causes. 
My thesis is that the lack of advance in international integration is due 
to three main factors. There is, first, still little social cohesion and solidar- 
ity across national boundaries, and they arc just as much a prerequisite 
of international as of national integration. Second, the technique of 
international political settlement is primitive and scarcely effective. 
Finally, the processes of national integration in the .several counlri'cs and 
the perfection in each country o{ the national political machinery for its 
advancement tend, in the present stage of world development, to lower 
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people's international allegiances. This results in increased international 
disintegration. 


The Vagueness of the Ideal 

This definition of "economic integration" and, consequently, the 
specific value premise for our study, is vague. But this vagueness is not 
caused by careless or faulty logic. It is in the nature of things. It cor- 
responds to the fact that within a wide area different people think of 
different policies when they express their allegiance to that ideal, de- 
pending on differences both in their basic moral and political valuations 
and in their beliefs about reality — in particular, about the feasibility of 
changing reality by means of policy. They mean different things not 
primarily because their mental processes are different, but because they 
have different beliefs and interests, aspirations and ideals. 

No rational purpose is served by disguising these differences. Rather, 
it is by itself a scientific task to lay them bare; their analysis forms, indeed, 
an important part of the scientific problem. The value premise then 
becomes, instead of a fixed point, a field of coexistent and partly con- 
flicting valuations, concerning how far opportunities should be equalized 
and by what methods, what sacrifices could reasonably be expected, to 
what extent redistributional policies should be adopted, and so on. Even 
when there is a substantial agTcement about the goal of integration, 
this is so far off, and there are always such a large number of alternative 
policies, that for these reasons alone there is room for wide disagreement 
about the way to reach it. 

Any international discussion of problems of international integration 
— as, indeed, any national discussion — demonstrates the disparity of 
valuations; they are not entirely, and not even mainly, the result of 
ignorance or wrong thinking. That the ideal "economic integration" 
can nonetheless be generally accepted as a. concept that has logical 
content, and that it does not become unmanageably vague, is an indica- 
tion of the relative homogeneity of the basic valuations in our Western 
heritage of ideals. As a matter of fact, these ideals are now rapidly spread- 
ing to the ‘underdeveloped countries and their "awakening” consists to a 
large extent in the spreading to them of this particular system of Western 
ideals. 


Other Value-Loaded Concepts 

The concept "the underdeveloped countries" is also value-loaded, 
implying that the development of those countries is assumed to be de- 
sirable. Many discussions, even in recent literature, about the correct 
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meaning of this term reveal lack of clarity on the important methodo- 
logical point at which I hinted in the Preface and which is somewhat 
more fully developed in the Appendix: that in the social sciences our 
main concepts are value-loaded by logical necessity and have to be 
defined in relation to value premises. 

Indeed, little vagueness attaches to this concept. “Underdeveloped 
countries" means to all of us the relatively poor and backward coun- 
tries, where people are beginning to feel an urge for development and 
for less inequality with the advanced countries. This definition of the 
concept does not, of course, imply either that they will succeed or that 
they have the economic, social, and political conditions necessary for 
success. These things form part of the problem to be studied but do not 
determine the definition of the concept. 

Another value-loaded concept is “the free world." It reflects a deeply 
rooted ideal in our Western civilization. We assume of the international 
integiation at which we aim that the component national parts are 
democracies; and we believe in a general way that political democracy 
is a favorable condition for strivings towards a higher degree of inter- 
national, as well as national, integration. 

As an ideal, a free world is as distant from reality as an integrated 
world. The countries in the Soviet orbit arc far from being free, accord- 
ing to our standards of democracy, though in their official, as well as 
in both scientific and journalistic usage, the term “the democratic world" 
is. systematically employed to characterize their part of the globe in 
contradistinction to the non-Soviet world.^ In the non-Soviet world all 
shades of democracy and oligarchy are represented, from old stable 
democracies with civil liberties firmly entrenched in people's mores, 
to the outright military dictatorships. The short-term trend, at least, does 
not seem to be in the direction of greater freedom and democracy. 

There are thus individual conn des in the non-Soviet world that we 
can meaningfully speak of as political democracies, as there arc national 
communities that are integrated. Just as we can hardly speak of any 
large group of countries as being the internationally integrated world, 
so the expression “the free world" can scientifically be used only to 
express the direction of a development that we desire, but not an actual 
state of affairs and, unfortunately, i. i even an actual trend. 

That the attainment and preservation of a democratic form of gov- 
ernmenl is desirable is a general value premise of this study. 

The Theoretical Frame 

The theoretical frame of the analysis will be the social mechanism 
of cumulative causation which I believe has a wide if not universal 



16 AN INTERNATIONAL ECONOMY 

application.2 It is often popularly referred to as the “vicious circle," but 
it should be borne in mind that it works upwards as well as downwards. 
The underlying fact is the existence of such an interdependence between 
all the factors in a social system that any change in any one of the 
factors will cause changes in the other factors; these secondary changes 
are generally of a nature to support the initial change; through a process 
of interactions, where change in one factor continuously will be sup- 
ported by reactions of the other factors, the whole system will have been 
given a momentum to move in the direction of the primary change, 
though much further. 

In condensed form the general line of tlic argun^ent is presented in 
the fifth and the last sections of the concluding Chapter XIV, and some 
readers may wish to read those pages before proceeding further. Gen- 
erally speaking, while the all-important disparity between the indus- 
trially advanced and the underdeveloped countries is constantly borne 
in mind, the analysis starts out from the problems of the advanced 
counirics and only gradually takes in the problems of the underde- 
veloped countries. In the later chapters the analysis is focused on the 
problems of the underdeveloped countries, but the role of the advanced 
countries is not lost sight of. For the most part the international rela- 
tions of the underdeveloped countries are with the advanced countries, 
and this fact is of primary importance even in the study of the intetnal 
problems of underdeveloped countries and the problem of their mutual 
relations. Also, comparisons with the advanced countries can contribute 
to an understanding of their own problems which wc should not ignore. 



CHAPTER III 


National Integration 


Common Characteristics 

The countries in the Western world that today come nearest to the 
ideal of economic integration, in national terms, are those in North- 
western Europe and North America, with the addition of Australia and 
New Zealand. In all these countries their i datively complete iniegra- 
tion is a rather new attaintncni; none was anywhere near social and 
economic integration a hundred years ago, and the diflerence the last 
fifty years has made is enormous. 

All of the old European countries in this gioup have had, for centuries, 
a tradition of political independence. Some of them were split and later 
united, they were often involved in wars with each other, political 
boundaries were moved, provinces had to shift allegiance, and some 
countries experienced periods of outside political contiol. But they were 
never submerged in anyuiing like the type of political dependency 
pressed upon backward peoples under the colonial system. National in- 
dependence was to everybody the n rinal and right thing and even when 
it was not fully achieved it was a force determining everybody’s political 
outlook. This was, of course, true of the United States, Canada, Australia, 
and New Zealand even w'hile they were still colonies; the tradition of 
political independence was an important part of their cultural inherit- 
ance and, indeed, a political force in their development to separate 
statehood. 

These countries arc now all stable democracies. Long before the 
establishment of formal political democracy with universal suffrage, 
their peoples— or, in the New World, those peoples from whom they 
stemmed and whose culture they had taken widi them~had for cen- 
turies been living in states where the relations between citizens and 
between them and the community were regulated by law in a firm and 
nonarbiirary pattern. They have enjoyed relatively "orderly government" 
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as a matter of course — albeit with occasional interruptions, which have 
been due to war and occupation more often than to revolution. An in- 
herited hierarchical system of law courts, civil administration, and 
public* service, gradually adjusted to changing circumstances in a prag- 
matic fashion, gave the institutional basis for this rule of law. 

They have all had a century or more of almost general literacy. Again 
relatively speaking, their cultures have always had a strong streak of 
rationalism and even of materialism. Most of the nationally highly 
integrated and economically advanced countries also happen to be 
Protestant or predominantly so; no country with a large Protestant 
share in the population belongs to the backward group of countries 
or even to the middle group placed below the very progressive one. 
The Protestant religion, in its Lutheran and still more in its Calvinist 
branches, retained comparatively little place for grace and indulgence 
and advanced a hard morality of efforts and deeds; it prompted a social 
spirit of individual responsibility and personal emulation, if not com- 
petition, and therefore gave a moral value to the individual's social and 
economic advance. 

These countries are all located in the temperate zone. Many are well 
endowed with natural resources and are, relatively speaking, sparsely 
populated, or were so when their economic development began to gather 
speed. Others have had natural advantages — or procured them, in sifth 
forms as colonies — or have by other means acquired an early momentum 
to economic progress. 

The industrial revolution came early in these countries, and in all 
of them several generations have passed by since then. Political and social 
conditions, and, in Norihw'cst Europe, the huge labor reserves in the 
rural areas, which could be tapped to man the growing industries, 
enabled profits and capital accumulation to be maintained at a high 
level during the era of early industrialization, while the real income 
of the masses rose less rapidly; in the new settlements overseas iramigia- 
lion played a role parallel to the internal migration to urban areas in 
Euiope. The redistributional policies, which in the last two generations 
have formed such an essential element in the national integration proc- 
ess, did not take effect until national productivity had attained a much 
higher level than in the preindustrial stage. 

As each of these countries approached the early industrialization era, 
the international capital market stood wide open to them, providing 
foreign capital at very low rates of interest. Migration was free between 
these countries and large-scale movements of labor assured continuous 
population adjustment to the development opportunities. 

All of them are now highly industrialized and are continuously in- 
creasing their degree of industrialization. Even in those countries where 
agriculture plays a large role in the economy, it employs directly only 



NATIONAL INTEGRATION 


19 


a small fraction of the working population, tending to dr’op below 20 
per cent as agriculture itself becomes industrialized. While the agri- 
cultural population has been decreasing, agricultural production has 
generally been increasing. 

After the Second World War these countries enjoyed on the whole 
continuous full employment, which has sustained rapid economic prog- 
ress. Because recurrent periods of mass unemployment, with their very 
serious social and economic effects, have been regarded as the Achilles’ 
heel of industrial society, its absence for a number of years — for which 
governments in all these countries take the credit — and the political 
determination to banish large-scale unemployment for ever are generally 
felt to be the crowning achievements of national integration. 

Moreover, full cnipIo)inent and the rising levels of income have created 
the additional space for settlement of interest conflicts within which 
further big strides toward equality of opportunity have been possible. 
I'he “depressed aieas” are disappearing; in Great Britain the term has 
even disappeared from the language and, significantly, been replaced by 
‘ develo[)ment areas.” Standards of living are relatively high. The com- 
mon expectation in these countries is that the future holds in store 
siill higher Ic^'cls of production and consumption. 

Sweden is typical, or even “overtypical,” of the countries moving 
rapidly to an ever higher level of national integration. Unlike most 
other countries in tire group, it maintained industrial progress during 
the Great Depression of the thirties, managed to stay out of both world 
wars, and its terms of trade have developed favorably. Economic and 
social conditions have changed so radically in the short span of years 
covered by the author’s personal experiences that there now exists an 
almost completely different society from that of his youth, with totally 
different problems. 

Levels of real income and stand, vds of living have doubled; abject 
group poverty has virtually been abolished. Only a small — and ever- 
shrinking — minority of older workers has any personal recollection of 
serious unemployment. The rigid class structure is also a thing of the 
past; an efficient ready-made clothing industry has provided all with 
good quality clothes, taking away a class distinction of earlier days; no 
social groups are undernourished; h sing standards are rising and the 
housing shortage is largely due to the fact that the building industry 
cannot possibly keep pace with this rapid rise in demand; every citizen 
is provided with a minimum protection against all major economic 
risks in life. All avenues in life are open to the newborn. And, mean- 
while, there has never be'^n a better time for business. 

The national community is, of course, by no means perfect. Yet, for 
example, a list of social reforms presented as recently as the middle of 
the thirties and aimed at providing a firmer basis for the family economy^ 
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— commonly regarded at that time as revolutionary and utopian, if 
not dangerously socialistic — had fifteen years later, and in spite of the 
war and other international disturbances, been almost fully realized. 
Even more important, these reforms have been carried out with the 
consent of all the parliamentary political parties. 

Ideologically, these rapid economic and social changes are taking the 
wind out of the sails of the social reformers, whose demands are being 
met almost as an incidental by-product of the rising levels of productivity 
and income. Society as a whole has accepted their ideals and put them 
into effect. As a result, discussion of domestic problems has undoubtedly 
lost something of its perspective and tends to show .signs of triviality 
and even pettiness in comparison wdth the heroic times when the great 
reforms were first put forward as proposals and vigorously championed 
— when trade unions were built up, universal suffrage won, and social 
security schemes propounded. 

The disorientation and confusion in regard to a political program for 
the future on the part of the Labor parties in Northwestern Europe, 
Australia, and New Zealand, and of the "Liberals" in North America 
are, of course, in many ways, directly and indirectly related to the impact 
of the cold war, as I suggest in Chapter XTV. But more generally, and 
also more fundamentally, the disorientation of the reformers springs 
from the fact that so many of their proposed reforms have become real- 
ities so effortlessly. They must also feel disturbed by the fact that the 
resulting large and broadly shared moral, spiritual, and cultural growth 
w’^hich they firmly expected has been either slow to materialize or 
altogether absent. 

The Handicaps of Underdeveloped Countries 

Together these progressive and highly integrated nations constitute 
some 12 to 15 per cent of the non-Soviet world’s population; their im- 
portance and power is, how^ever, much greater, as they produce almost 
three fourths of the total income of the non-Soviet world. The rest of the 
non-Soviet world is poor, mostly very poor, and to various degrees rather 
badly integrated nationally. 

In enumerating the common characteristics of the advanced countries, 
I imply that their coexistence is not merely accidental. An explanation of 
their recent economic growth and national integration would have to 
give the factors mentioned their due weight. It must be remembered, 
though, that the development took place in one particular epoch of world 
history and under very special political and cultural circumstances. The 
correlations between these factors should not be exalted to the status of 
immutable laws of social development. 
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Indeed, to infer that they spell out permanent conditions that are 
necessary for economic progress and national integration would be to 
imply continued stagnation for the greater part ot mankind. This would 
be the part that was kept under colonial rule tor generations and 
to whom political and economic independence is not an established 
norm; the pan that did not inherit a society based for centuries on the 
rule ol law and that never had an eflective democratic form of govern- 
ment; the part whose religious and cultural traditions are less rational- 
istic and less stimulating to enterprise, competition, and individual 
advance; where the climate is not that ot the temperate /one; where, as 
a result ol prolonged stagnation, there is now a less favorable relation 
between population and resources; and where none of the other pre- 
requisites for an easy start of industrial growth are present. 

These common characteristics point to some of the sptxial and great 
difficulties facing the underdeveloped countrit's in their strivings for 
economic development. The view' that undeidevelojx'd countries can 
develop by a process of change fairly parallel to that followed by the 
now advanced countries is superficial and false and coiresponds to the 
bias of easy op])ortunism in research to whidi I refer in Chapter XIV. 
All their pioblems are in many fundamental ways diilcrent and, as I 
show' in Chapteis XI to XIll, the practical policy followed will also have 
to be diflcrent. 

From one point of view^ the dilferences imply the existence of vicious 
circles which can only be broken by large-scale slate planning and state 
intervention. The state played a more important role in the early develop- 
ment of the developed countries than is olif'n conceded. And it was fiom 
tlie beginning a much inoK efficient state than the underdeveloped coun- 
tries today ha\e at their dispcis.d As is now generally recogiu/ecT the coun- 
tries that have been lagging behind, and where continued stagnation has 
built up and fortified tremendous inpediments to development, will 
have to use much more radical measures of smte polic). 

A Complex Process of Socia.l Change 

In the course of reaching rheir present high standards of living and sus- 
taining their economic progress an important cc^mmon trait in all these 
advanced countries has been the gi ’c ral elimination of inherited ob- 
stacles to the individuaTs social mobility. The class structure and other 
social rigidities have gradually been dissolved into looser and more 
flexible social forms, the avenues of social and economic advancement 
have been broadened and made accessible to ever deeper social strata, 
and opportunities have b':en progressively equalized for both social 
groups and individuals. 

In the development of these countries, this has been the essential ele- 
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ment of integration. But this particular set of social changes can hardly 
be said to have been the operative cause of progress and definitely not 
the exclusive one. They were usually not primary causes but rather the 
outcome of a manifold development. 

If any individual factors were to be singled out as of basic causal sig- 
nificance for this development, I would attach particular importance to 
certain ideological and cultural forces, among them the early attainment 
of general literacy, the established respect for the rule of law and the 
implicit idea of equality before the law, and, not least, the ethical value 
attached to work, individual emulation and personal responsibility, and 
social and economic advance. This code of ethics has undoubtedly from 
the beginning owed much to the rationalistic religious and moral teach- 
ing prevalent in those countries, and to the general impact of this teaching 
upon social mores, even in regard to individuals who did not accept it; 
this applies even in later periods, when society became secularized, while 
the moral heritage, even if considerably weakened, was retained. 

When once tlie industrialization process had begun, the process itself 
tended to loosen fixed social patterns. As Professor Wilbert E. Moore ob- 
served: ‘'It is characteristic of industrialism, or of modern economic 
activity in general, that it is constantly subversive of established ways, 
even its own, and entails a constant emphasis on change and improve- 
mcnt/’2 In the old countries, the building ot the railroads, a part^of the 
early phase of industrialization, dealt veritable mental shocks to the 
population in one isolated farming community alter another. The ex- 
ploitation of the forests for lumber ^nd of the mines for ore had tJie 
similar effect of partially reproducing in the old countries small samples 
of the frontier community of the New World. Its history can be studied, 
for instance, in the court records of those times. The urbanization of the 
population, following the establishment of industrial centers, broke down 
family and social ties and enforced a process of mobility which was not 
only geographical but also economic and social. 

The railroads, the telephone network, and other means of communica- 
tion, together with the improvement of the schools, all represented 
powerful forces for altering the social stratification and the mores of the 
local communities. An effective labor market, larger than the local one, 
began to function; and retail trade carried an ever richer variety of com- 
modities produced in all parts of the country. New ideas began to flow 
and popular movements were given their send-off: in favor of teetotalism, 
trade unionism, universal suffrage, freer conditions for religious worship, 
equal rights and opportunities for women, etc. Each had its stamp of the 
new era of freedom and social rationality. 

The complex social processes that I am here sketching have had a 
cumulative character. There are reasons to stress particularly the role of 
economic progress itself as a driving force. The abolition of social and 
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economic barriers and the gradual realization of greater equality of op- 
portunity, which is the essence of the high degree of integration gradually 
being accomplished in these countries, have themselves been partly 
the effect of economic progress and rising living standards. It is a common 
experience that when a country tends to become economically static it 
also loses in flexibility and internal social and economic mobility. 

Many French critics make this point about their own country, which 
has today a level of production not much higher than a quarter of a 
century ago and at the same time is almost strangled by social and 
economic rigidities. The problem with which the former French Prime 
Minister, M. Pierre Mendes-France, was heroically grappling is the com- 
plex one of both initiating a rapid economic progress and breaking down 
the barriers to internal adjustment.^ 

The task is at bottom that of changing the community attitudes and 
behavior patterns of ^5 million Frenchmen, wdiich have been partly 
shaped under the indueiice of economic stagnation. At the same time, 
these altitudes and patterns have been mutually enforcing each other and 
together preventing economic progress. If, by some miracle or excep- 
tionally good luck in the movement of the terms of trade and other 
exogenous economic determinants, the French economy were to experi- 
ence a real spurt of progress, it would be easier to initiate all the other 
changes necessary to sustain that progress. National integration would 
develop almost incidentally to cfonomic growth. 

To take another example, if the South of the United States rerhained 
comparatively stagnant after the American Civil War and two decades 
ago could still rightly be characterized by Franklin D. Roosevelt as 
“America's problem numb^T one," the cause was not that there were 
formal barriers to mobility. The hillbillies, for instance, had been free 
to move up north. Their American citizenship and their knowdedge of 
the English language would have j./ven them an immense competitive 
advantage over the poor European immigrants who swarmed into the 
labor market in the northern states. Nevertheless, they stayed in their 
destitution. Freedom to move is not all that matters; its exercise depends 
on cultuial, social, and economic factors Southern stagnation was not 
overcome until the era of the extended and accelerated economic progress 
initiated in America by the Second ;rld War. 

Now, after fifteen years of uninterrupted economic progress and a 
rising demand for labor — and also, it is true, of significant ideological 
changes, as well as the rise in educational standards and some key deci- 
sions of the Supreme Court — national integration of the European 
immigrant groups has almc^st reached its completion and tlie final integra- 
tion of the Negroes in the labor market is within sight, if that sight can 
reach some few decades ahead. 

The increased freedom for the individual to move around in these 
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countries has thus not been attained as a result simply of breaking down 
earlier barriers. A condition as well as a result has been the .sustained 
economic progress, making it easier for people to give up established 
privileges and relinquish the support of barriers keeping others out. 

A Process of Social Organization 

Even apart from the ([uestion of causation, the increased opportunities 
for social mobility have, by and large, not been brought about by the 
outlawing of social impediments, but rather by social reorganization. New 
rules and new institutions have been created, gradually taking over the 
functions of the old ones; this reorganization has, however, been directed 
toward the goal, felt by the people as an increasingly practical ideal, of 
broadening and equalizing opportunities for the individual. 

In this process legislation was important from the beginning and has 
become increasingly so, as a means of laying down conditions for the in- 
dividual’s competition and cooperation within society. In earlier limes, 
.and particularly in the historical stage ol economic liberalism, legislation 
often served the purpose of abolishing restriciixc mores or institutional 
structures and of enforcing competition. This is still a main I unction of 
legislation in all these countries: but legislation has, increasingly, become 
instead a means of organizing comjictition and cooperation in a special 
way, which was felt to be in the common interest. 

Trade unions and other professioijal and industrial associations have 
at the same time become ever stronger; they arc organized in a national 
frame and are acquiring a quasi-public significance in all our countries. 
Some businesses have become big and powerlul in their markets; small 
businesses and farmers have cooperated to organize their markets. 

.The economic life of the individual in the iniegrated countries is 
thus, indeed, very much “regulated.” That these countries have never- 
theless gone so far towards equality of opporiunily and a greater social 
and economic mobility is due lo the fact that the regulations have been 
framed in a political setting where this ideal has been an important norm. 

Moic generally, it should be stressed that these countries have not 
reached their present status simply thiough a policy of nonintervention. 
All of them — and I can here include also all other modern states that 
are laboring to reach a higher level of national integration — have 
achieved their political unity by the gradual unfolding of a comprehen- 
sive system of economic and social measures, aimed at influencing, re- 
directing, and speeding up their economic development. 

In these countries the existence of a poor and stagnant iTgion has given 
rise to policies aimed at stimulating the growth ol its production and the 
raising of its living standards, or at inducing emigration to other regions. 
Such considerations have always in some degree influenced tlie planning 
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of railways and other communications, the disposal of the rights to ex- 
ploitation of the natural resources, legislation on commercial banking, 
and, of course, tariff policy (how wisely, is for the moment outside our 
purviw) . These policies have regularly been “discriminating" in the 
sense that they implied the favoring of some industries, some social 
groups, and some geographic areas at the expense of others. A purely 
liberal — i.e., nondiscriminaiory and “impartial" — national community 
has never existed and is almost a contradiction in terms. Much remain- 
ing localized stagnation — nonfulfillment of the ideal of economic integra- 
tion and nonrealization of equality of opportunity — has been due to the 
fact that the cuiative discriminatory measures had not been taken at all 
or not been taken early enough. 

Thf. “Organizational Economy" 

In all advanced countries the secular trend has for a long time been 
away from a free market economy governed by the interplay of market 
forces, and towards an ever greater volume of interventions by govern- 
ments and organized social groups."* These interventions change the 
basic conditions for the “markets" and the operation of the “price 
system." It is a paradox that only a wcll-integiated community can abide 
by the rules of economic competition; but that an integrated community 
will modify the rules if changes in prices impose too drastic a decline in 
the income of any one sector, or require too sudden shilts in resources or, 
more generally, if the community lavors a course of economic development 
other than the one that would result from the free play of the market 
forces. 

We can, of course, still hjreak about ihe “markcMs” and the “pi ice 
system" in these countries. Individuals earn wages and receive payments 
in money and they buy goods ai. I services with their incomes in 
“markets." But the “markets ’ and the “price system" are regulated and 
conditioned by the actions of the community and of organized interest 
groups; we are far from our old theoretical model of the self-governing 
free market economy. 

Thus the labor market is under the control not only of public laws 
and regulations but also of collective ** t gaining lietween employers and 
employees. In our countries today there is a commonly recognized “due 
process" for collective bargaining in the labor market just as there is for 
icgiolation. Constitutional issues aside, legislation and collective bargain- 
ing between organized interest groups arc fundamentally similar forms 
of socially sanctioned, regular settlements of interest conflicts. Indeed, 
the prototype of the institution for collective bargaining is the parlia- 
ment. 

The complex Austrian system of official chambers for industry, com- 



26 


AN INTERNATIONAL ECONOMY 


merce, agriculture, and labor — with provincial branches but united at 
the national level — is, in fact, only a comprehensive frame for collective 
bargaining. The Australian and New Zealand systems of arbitration in 
the labor market, the Swedish system for annual establishment of farm 
prices by agreement between representatives of all interested parties, and 
many other institutional forms for regulating prices and incomes fall in 
this same category of organized group bargaining, determining the 
“market.’* The assembly of the elected representatives of the people, to- 
gether with its executive instrument, the government, exert a supervisory 
power over this ever growing multitude of organs for voluntary collective 
settlements of interest conflicts. In principle, these organs all function 
subject to the permission of the state, sometimes at its instigation, and 
often under rules laid down by legislation. 

In all these countries it has been deemed desirable to attcmj)t to curb 
by various means the possibilities of monopolistic exploitation which big 
business has because it is big and which small businesses acquire as they 
become organized. The result has nowhere been anything like complete. 
In all our countries we aie approaching a situation where everybody is, 
or attempts to be, a monopolist in regard to what he sells; as consumers 
we arc usually much weaker. As producers we are specialized, but as 
consumers our demand spreads out and touches directly only the retail 
market. A tightly knit small national community like Switzerland is 
perhaps — though it is hidden behind a diflerent type of rationalizing 
ideology — the best example of an advanced development of this all- 
round supply monopoly, operated byever)body against everybody, where 
everybody is strong as a producer, distributor, and worker but weak as a 
consumer. 

Commenting upon the situation in the United States, Professor Calvin 
B. Hoover has coined the term the “organizational economy,” which he 
defines in the following manner: “Competition, possessing tremendous 
survival value, always present somewhere and present almost everywhere 
in some degree, cum oligopoly and anyhow price leadership, often incom- 
plete and/or intermittent, together with collective bargaining, in which 
economic power, always Jiable to become political, conceivably may coun- 
tervail just enough but just as likely may countervail too little or too 
much, perhaps followed by governmental intervention and/or control.”® 
He makes excuses for the verbal monstrosity but maintains that it may 
be more descriptive of our actual economic system than a shorter name. 
He adds his valuation that this system has served society well in terms 
both of goods produced and of liberties preserved. 

Since a free market is unattainable — and is, in fact, not desired, as 
the political process reveals — but since there are obvious dangers of in- 
fringement upon the public interest, the state is everywhere pushed into 
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economic settlements, sometimes curbing by legal means the more appar- 
ent examples of exploitation by loosening up the system here and there 
and enforcing competition, sometimes by making it compulsory for firms 
to make public their restrictive business practices, sometimes by actually 
entering into the settlements on behalf of the public interest. 

To counterbalance organized producers, consumers in many of our 
countries have built up organs that can give effective influence to their 
dispersed buying power; as Professor John K. Galbraith rightly ob- 
serves, in the United States “the chain stores preempted the gains of 
countervailing power first.’’® In a country like Sweden the consumers' 
cooperative movement has for decades been able not only to compete 
on the retail market, but also to represent forcefully the consumers’ in- 
terests in all sorts of collective bargaining with the various producers' 
gioiips. And it has acquired the capital and management resources neces- 
sary to apply the sanction of competition as a producer. 

More generally, the comiiuinity has assei ted itself by giving positive 
support through legislation and administration to the weaker members 
of society, so that tliey can organize themselves more solidly. In the 
United States, as Galbraith points out, “the support of countervailing 
power has become in the last two decades perliaps the major peace-time 
function of the fe<letal government”; this is even more true of the other 
industrially advanced countries.^ 

In all our countries we have had to accept the fact that to an in- 
creasingly large extent prices are no longer “objective” phenomena — 
in the sense that they are a simple function of free market competition 
— but are manipulated and directed and are, indeed, results of “politi- 
cil” group actions. 


The Wet ^are State 

As one of the irnponant means of equalizing oppoitunities for indi- 
viduals and of stamping out impediments to social mobility, all these 
integiated countries have gradually found it appropriate to take vigor- 
ous measures to even out differences in incomes and wealth. This line 
of policy has been advocated by the liberal economists for abemt a hun- 
dred years, 8 but only since the begi. ^'ng of this century has the princi- 
ple of redistribution taken on a political importance. Without exception, 
all the advanced countries now have effective systems of taxes on income, 
capital, and inheritance which are strongly progressive and tend to pre- 
vent or limit the continu'^d passive existence of private fortunes for sev- 
eral generations. 

In all these countries the public purse has, at the same time or even 
earlier, incTeasingly taken on the responsibility of paying for public 
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health services and of defraying the cost of many other social necessities. 
Equal and free access by all citizens to primary and higher education, 
paid out of public funds, is an ideal that has gradually been given 
reality; the principle was, in fact, inscribed in the constitutions of many 
of the states of the United States. Complex and very expensive systems 
of social security have gradually been built up against all sorts of in- 
come and expenditure risks. 

Taxation, the provision of free essential services, and in general the 
social security system represent the immediate polity measures applied in 
accordance with the redistributional ideal; but the same ideal determines 
to a greater or lesser extent all public policy in the economic field. In a 
period of rapid and continued industrialization, when the agricultural 
population was shrinking almost continuously and when unhampered 
market forces would have provided the farming population with much 
lower incomes than those engaged in other pursuits, agricultural policy 
in most of these countries has brought about an income redistribution 
in the interest of the agricultural population. Usually this has been ac- 
complished by means of some price parity arrangement. 

Similarly, other low income groups are protected by the economic 
policy. After the Second World War even the English and European 
coal miner, for so long the least favored of skilled laborers, finally saw 
his status raised largely as a result of the reorganization of th? coal 
industry, carried out as a public policy. 

All the industrially advanced and progressive countries have in fact 
for some time been moving lapidly alo^g the road to the “welfare state.“ 
Changes in political power, and even rather violent shifts in general 
political development, seem only ripples on the surface of these powerful 
historical trends. People are not prepared to consider a country well 
integrated if there are large and frozen differences between rich and 
poor regions and social classes, and still less if the gaps in wealth and 
welfare are widening. 

The ideological motivation and the political spirit of this develop- 
ment in the advanced countries is concisely formulated by a distant 
observer, Dr. Humayan Kabir: 

The basis of the welfare state is recognition of the dignity of the individual. 
It is because each individual is recognized as uniquely valuable that the state 
seeks to interfere with the normal functions of society to assure him certain 
inherent and inalienable rights. It is significant that the concept of the welfare 
state emerged only as a furtlier development of the ronce[)t of democracy. 
Democracy was at first only a political concept and sought to regard all indi- 
viduals as equal in the eye of the law. For purposes of political decisions, it 
laid down that each one must fount as one and no one as more than one. It 
was however soon discovered that this equality would remain illusory unless 



NATIONAL INTEGRATION 


29 


backed by equality in other fields. This led> on the one hand, to restrictions on 
the individual's right to exploit others, as seen in labour and social legislation. 
On the other hand, it made the state provide on an increasing scale the welfare 
services which equalize opportunity for all citizens.® 


The Solidarity Basis 

The development towards an integrated state; the growth of the com- 
plex public, quasi-public, and private institutions by which this Icvclop- 
ment takes its iorrn: and the effecting ol the economic and fiscal policies 
tliat such a state employs and that iTuerfere very greatly with the individ- 
ual s disposal of his own person and his property, must all have a firm 
psychological foundation. The citizens of the country' must have such a 
;i 'ong feeling of belonging to the nation that they are prej)aicd to bear 
theii share of common sactificcs when these are decided upon by due 
political process. 

'I'hc feeling of a national community of interests and aspirations, the 
common willingness to make sacrifices for purposes other than immediate 
econoriuc leturn, and the dc\C‘loj)mei)t of insti unions anrl rules approp- 
riate to tliese ends are the historical results of li\ing for a long time 
closely together under a united policy and of actively j)articipating in 
the determination of that jjolicy. Should this psychological basis weaken, 
the state would disintegrate. But in the process towards economic inte- 
gration, and in conditions of continuous economic growth, it is apt 
to become ever firmer. 

National solidaiity is lieavily tested by the highly redistributional 
tax systems in these cc)u retries. The unstable social Irasis for national 
integration in countries h :* Fiance, Italy, or Gieece is reflected in rheir 
inability ro stamp out large-scale tax evasion and to give effect to pro- 
gressive direct taxation. The fact il it the United States, on the contrary, 
in spile of its peculiar centrifugal ^orecs, succeeded dering the last gen- 
eration in giving cflec: to its increasingly progressive direct taxation, is 
a confirmation of the fact that the psYchological basis of solidarity was 
becoming firm and that the country was successfully reaching national 
social integration. 

The gradual conditioning of the citizens to pay taxes, even when 
they constitute a heavy burden, is not the only test of national solidarity. 
If strikes, instead of being rarely used safety valves, socially sanctioned 
and institutionally controlled in an organized process of collective bar- 
gaining, develop, as in FTance and Italy, into recurring and seemingly 
aimless mass demonstrations of general dissatisfaction on the part of all 
the lower income groups — wwkers, farmers, clerks, teachers, and gov- 
ernment officials— then wc are confronted with the open reappearance 
of the “class struggle.” 
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There are also conflicting interests in the nationally integrated coun- 
tries. But the different interests evolve within the specialized institu- 
tional forms developed for this purpose — the legislative and all other 
machinery for collective bargaining — and they manage to merge into 
continuously changing modi vivendi. The participating groups ieel 
the institutions to be “theirs/* they think about the entire organized 
community in terms of “we/* whereas the striking masses in France and 
Italy are dissatisfied with the “system** and do not identify themselves 
with the social forms for settlement of conflicting interests. Rather, they 
look on organized society as if it were outside their control by normal 
means — it is in the possession of “the others/' who do them wrong. 

The term “class struggle” should not be taken too literally, however. 
For it is indicative of the real situation of faltering social integration 
in these countries that the spirit of the strikers is not fundamentally 
dissimilar to that of the doctors, the lawyers, and the small industrialists, 
agriculturalists, and shopkeepers when they individually cheat the state 
on taxes or when they join bands for collective defense actions of an 
extra legal kind. In all these cases the common trait is a lack of personal 
identification, solidarity, and loyalty to the community, which is caused 
by a widely disseminated feeling that they are being mistreated and that 
their ambitions are frustrated. Basically, all this* is very much a synfptom 
of economic stagnation. 

The most significant differences between those countries where the 
“price system” is accepted and those .where it is openly challenged by 
group actions outside the established and sanctioned social forms is, of 
course, that the former countries have been progressing economically 
and the others have not. Undoubtedly, part of the explanation why the 
former countries are progressing is that there the “class struggle” has 
been successfully held in leash and, in the ideal case, tamed by being 
harnessed to collective bargaining, where all interest groups act upon 
the agreed assumption that a settlement shall be reached and that it 
• shall be respected. But equally important is the recognition that it is 
economic progress itself that provides room for expansion of legitimate 
group interests and pennits the element of mutual generosity, which is 
the condition for successful collective bargaining — successful in the sense 
that a settlement is reached and that the parties to it feel that they 
are, for the time being, satisfied or, at least, acquiescent. 

The necessity of reaching collective agreement is continuously exer- 
cising pressure on the limits of possible expansion. The postwar tendency 
to inflation in the northwestern countries of Europe is undoubtedly 
in part because the interest groups in these countries could only resolve 
their collective bargaining on wages and farmers’ prices by overstepping 
the limits of expansion and thus causing a modicum, and sometimes 
more than a modicum, of wage and price inflation. 
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Variations Around a General Trend 

This summary analysis of the process of economic integration in the 
advanced countries attempts to take into account what happened there, 
in the specific institutional and ideological setting and under Uie influ- 
ence of the contemporaiy forces. It is a valuation only to the extent that 
national integration, the total result of many elements — of varying de- 
grees of popularity — is a commonly accepted ideal which was in a large 
measure realized. 

Such was the process in the existing integrated national communities. 
As a general and therefore vague characterization of the trend of social 
and economic relations in those countries, the term “economic integra- 
tion" makes sense: the essential idea it emphasizes is the relatively wide 
range and equality of opportunity those countries have gradually suc- 
ceeded in offering the individual under conditions of steady economic 
progress. Countries that have not come this far may likewise and in a 
manner that makes sense characterize their effective national goals as 
“closer economic integration.’' 

But the concept is vague: in every country individuals, social classes, 
and political parties have ideas on how to move towards a more integrated 
state that have differed and do differ. Most people see shortcomings in 
their national community and in its laws. 

Nevertheless, viewed from a distance, the differing political attitudes 
to the community as it is functioning and constantly developing dwindle 
to ripples on the surface of the fundamental similarities, to variations 
built around a main theme. From this distance the common features 
in our national commuiiities can be abstracted and fitted into a coherent 
image. This fact testifies to the general community of ideals in our 
Western civilization and to the f. ct that, when these ideals can be fulfilled 
under exceptionally favcnablc conditions and with ever widening polit- 
ical participation, they tend to result in a type of nationally integrated 
community, whose contours can be ascertained. 



CHAPTER IV 


National versus International Integration 


The Growth o\ Economic Nationalism 

Prior to the First World War, and in the partial world which was the 
center of attention in that period, there was little apparent conllict be- 
tween the two lines of development: towards national and towards inter- 
national integration, 

The rapid economic growth in all the countries in this partial world 
was both a condition and an efTect, actually an essential phase, 8f their 
development towards national integration, as was pointed out in the pre- 
ceding chapter. To a considerable extent, tliis economic growth was 
made possible only because of the relatively unhampered movement of 
labor, capital, goods, and services between these countries; these move- 
ments signified a high level ol, and a (ontinuous development towards, 
international economic integiation. Inteinaiional trade was increasing, 
not only absolutely but — unlike tow^ards the end of the nineteenth 
century — also in comparison with total production; rather high — and in 
some cases rising — tariff walls could not stop but only slow down this 
development. And the trend of international capital movements and 
labor migration also pointed upwards, at least in absolute terms. 

Beginning with the First World War, howTver, when an uninterrupted 
sequence of inlcrnational political and economic crises gradually re- 
moved even the expectancy ol a leturii to normalcy, a discord between 
the two lines of integration l)ecamc increasingly visible. Gradually, all 
these countries built up an armory of national policies to defend their 
economic welfare and stability from the adverse influences of outside 
events. 

In the course of this development — and more definitely after the onset 
of the Great Depression — all international movements were securely cur- 
tailed by national policies. Movements of labor over national boundaries 
were restricted to localized and tiny streams, and the international capital 
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market ceased to function after the financial crisis of 1901. At about the 
same time international trade became tied up in national regulations that 
ill their general effects were restrictive and discriminatory, exchange rates 
became nationally managed prices, often unrelated to market values, and 
genera! convertibility was finally abandoned. The Second World War saw 
a new upsurge of national regulations and the postwar years were so 
filled by international crises, partly due to structural maladjustments, 
that a return to anything like the pre-1914 situation was impossible. 

It is tempting to consider this trend towards international economic 
disintegration as simply the result of “bad’' national policies. That would 
be an overoptimistic view; for a corollary would be that the development 
could be turned back equally simply by a reversal of these policies, 
thus instigating a return to free entrance and exit of labor and capital 
and to free trade. But in the sScquence of emergencies we have j^assed 
through the individual states had for the most part no alternative to 
taking these measures. 

Furthermore, there are deeper causes for these national policies. They 
have become so entrenched and so solidly supported by all political 
parties because they represent in many ways cssetuial elements in the 
welfare state of mutual solidarity and economic stability, the growth 
of which I sketched in the last chapter. The succession of international 
crises during the past forty years has had such lasting effects on national 
policies simply because these crises have been pushing in the direction 
of national economic consolidation — a trend that, however, had its own 
independent causes which were merely strengthened by the repeated 
economic crises and the emergency policies adopted to meet ihein.^ 
Particularly in the field of trade, the later development toward autarky 
had, in fact, its forebodings in the rise of protectionism from the eighties 
and nineties onwards. 

By this I do not imply the existence ot logical elements of conflict 
between the ideals of national and international integration. I am 
more convinced than ever that, on the contrary, national economic pi og- 
ress and integration can only reach the highest possible levels in a 
well-integrated world. But in the severely disintegrated world in which 
we actually live, there is an oi>vious lack of institutional balance thai 
works forcefully against international solutions that would satisfy people's 
cravings for economic progress, equality, and security. 

National political machinery is strong arid effective and has a firm 
basis in people’s attitudes of allegiance and solidarity; this machinery 
is getting stronger and its psychological basis firmer every year. It is 
used in the service of interests that are felt to be commonly shared 
within the nation. Machinery for international cooperation is, by con- 
trast, weak and ineffective, and it lacks a solid basis in people’s valuations 
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and expectations. Even without any real inherent conflict between the 
two goals, this tremendous and steadily increasing preponderance of na- 
tional political machinery has deflected — and, if a radical change of 
the trend is not induced, will continue to deflect — the development of 
practical policy towards economic nationalism. 

Under these circumstances, internationalism tends more and more to 
be relegated to abstract utopianism. There is in the world of today so 
little possibility of giving reality to such strivings that they appear un- 
realistic and impractical; they are dreams and theories, while economic 
nationalism is realistic and practical. The only effective counterforce I 
can think of would be the knowledge, if it could be widely spread, of the 
very great gains that would accrue to all countries from evei7 step, 
however modest, towards international cooperation; and the great dan- 
gers inherent in the present development. 

National Interest Consolidation 

Meanwhile, the national integration processes arc proceeding in all 
the advanced countries to ever higher levels and, generally speaking, 
national integration is apt to hamper international integration by direct- 
ing the individual’s interests ever more exclusively to the national state. 

Undoubtedly, there exists an emotional basis for this. A stale boun- 
dary, almost independently of its origin and location, satisfies directly 
an urge, felt by most people, to be set apart from other people. The 
studied mutual uncooperativeness which, for instance, the English and 
the Scots would have been able to develop, had they been divided by 
a state boundary invested with the awe of some centuries’ existence, can 
easily be imagined. Psychologists might find the explanation of this 
strange negative attitude in those elements of frustration in our education 
and in all our daily lives that seek an outlet in aggression. To draw dis- 
tinctions is always a temptation; it is generally easier to divide than to 
uhite. But as the modern national welfare state develops, existing emo- 
tional nationalism will be forcefully strengthened by motives which are, 
indeed, rational to the individual. 

One result of national integration is that decisions of the' national 
legislatures and operations of all other public and quasi-public institu- 
tions and of organized interest groups, functioning within the national 
framework, come to have a greater and greater bearing upon the life 
and welfare of every citizen. Even individual professional careers become 
predetermined according to closed systems of merit and seniority, built 
up as national standards and defended by national organizations. Neither 
the doctor nor the teacher, nor the postman, the policeman, nor the 
building worker, can leave the nationally paved road without economic 
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loss, often amounting to total exclusion from his means of livelihood. 
The national boundary thus takes on increasing practical importance 
for everyone. Undoubtedly this tends by itself progressively to lessen the 
experience, and weaken the feeling, of international solidarity. 

The modern welfare state is also not inexpensive; even people in the 
lower and middle income brackets carry comparatively heavy burdens 
of taxes, insurance premiums, and membership fees. It is natural .that 
they are bent upon getting the maximum benefits for themselves out 
of the national welfare state which they very intensely feel has been 
built for them and is being paid for by them. We can witness in all 
advanced countries how people's interests become more and more fo- 
cused upon salary scales and other material rewards — a very remarkable 
effect of the higher levels of income and of the intensified democratic 
participation in determining the course of economic process. 

Organizations become increasingly directed towards winning material 
advances for their members; when the advances arc procured, these are 
felt to have been earned by group solidarity. As they all operate within 
the national framework, this whole trend tends to turn people’s interests 
inwards, towards the situations and problems at home, and to spread a 
defensive ideology of national group protectionism. In these relatively 
rich countries and in the mental climate of the protective welfare state, 
international issues other than those related to national. defense become 
embarrassing. For, at least in the short view, which is also the common 
man’s view, international interests, if they aspire to the more than pla- 
tonic, would imply willingness to carry sacrifices for others, who are out- 
side the comprehensive national security system the citizens have provided 
for themselves by their mutual solidarity and are paying for out of their 
own earnings. 

Cultural diflerences between populations on different sides of state 
boundaries, which were origina'-y minor, are steadily accentuated as in- 
terests are focused on national issues and increasingly institutionalized 
within the state framework. The improved schools and the press have 
a similar influence, as have the radio and television. Jt is also unwise 
to assume that, under these circumstances, technical developments in 
transport and other means of communication, which are now forcibly 
bringing even distant peoples *vjo more Irequent contact with each 
other, automatically create a basis for greater international solidarity. 
Popular awareness of cultural dissimilarities and conflicts of interests 
may, at least in the short run, have strong effects in the opposite direc- 
tion. 

By the mere fact of its existence and its functioning the modern wel- 
fare state is thus continuously strengthening its own psychological foun- 
dation in people's valuations and expectations. I have on another occasion 
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called this effect of the national integration process the “miracle of the 
sovereign state,” and illustrated it by the development in Scandinavia. 
In that corner of the world the division into a number of small and sep- 
arate states is no more than an accident of history, without any founda- 
tion in racial, religious, economic, cultural or — until very recently, as 
the schools improved — important language differences. The conscious 
political strivings on a more abstract level have, moreover, for a long 
time been directed towart^s fostering solidarity among the Scandinavian 
peoples. It is, indeed, something that cannot be left unexplained why a 
farmer in the southern tip of Sweden feels an allegiance to far-off Stock- 
holm in the north, rather than to neighboring Copenhagen across the 
Suiid, and docs so with increasingly important consequences for his entire 
political outlook and his concepts of rights and obligations, interests and 
aspirations. 

This important problem of the social and psychological consolidation 
of the national welfare state and of its influence in weakening interna- 
tionalist attitudes has not been given the intensive scientific study its 
crucial importance justifies. 

The Faltering SiTtENCTU of Intfrnationalism 

It is interesting to note liow in this development popular movements 
which fifty years ago were imbued with internaiionalism have now be- 
come narrowly nationalistic. This is true oi the Socialist Labor move- 
ment. An operative cause of this defection to nationalism was the severe 
disillusionment brought about by the First World War, when the Second 
International split wide ojien and its members joined the national 
camps, whereas the plan — and, with many, the hopeful expectation — 
had been that the workers’ noncooperaiion would stop the war. The 
more important and permanent cause, however, was the fact that the 
Labor parties in many countries became a power in internal politics 
and thereby responsible lor the active pursuit of national policies. 

Labor was often the main architect of, and always a driving force 
towards, the modern welfare state, the nationalistic features of which 
I discuss in this chapter. The international ideals were long preserved in 
verbal formulas. Slogans, flags, and songs expressing allegiance to these 
ideals were a revered heritage from the pioneers of the movement, though 
gradually fading out as new generations succeeded the old ones. Mean- 
while, practical work absorbed more and more of the party member’s 
energy and was focused on the national and l(x:al issues where concrete 
results could be reaped. Per Albin Hanson, the late Swedish Socialist 
leader and Premier in a government which has now been directed by the 
Labor Party for more than twenty years, found an entirely adequate 
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expression for Labor’s aspiration in the new age when he described it as 
that of making the country “the people’s home” (Jolkhemmet). 

It is indicative of this trend that in the many countries where the 
Labor parties have come to power and been confronted with the task 
of forming cabinets, they have always had an abundance of competent 
candidates for their ministers of social and economic affairs but have 
usually had great difficulty in manning the post of foreign minister. In 
the last British Labour Government Bevin and Morrison had to be 
drafted for the job of Secretary of Foreign Affairs from lifelong political 
pursuits of very different interests. Foreign policy was no longer a central 
issue for the Labor parties. 

Another indication is that there has been so little practical coopera- 
tion between the national Labor parties sime they acquired piolitical in- 
fluence. Labor economists havt^ usually carried out their practical studies 
under more narrow national fuemises than their colleagues to the right. 
And lalior niini.ters have taken what amounts almost to pride in show- 
ing their senior civil servants that they could be just as nationalistic as 
the members of any Conservative government- in fact considerably more 
so — and that they had no inclination to let Labor “comradeship" soften 
their hearts. 1 am, eff course, thinking ol Great Britain in particular 
but the phenomenon is more common. The history of the Labor move- 
ment in several countries might well have been different if more of the 
internationalistic spirit of bygone times had been preserved. 

Many other [)opular strivings besides the political Labor rnewement 
before the First World War and even somewhat later had strong inter- 
national allegiances. All the movements lor liberty, equality, and welfare 
for the masses — the m vcmcnis for universal suffrage, for women’s equal 
rights and oppot tunities, against alcoholism, for consumers’ cooperation, 
for trade unionism, etc. — that ’ater, in the progress towards national in- 
tegration, saw their ideals grad’^ally realized, siarteci off as internationally 
inspired efforts. The pre-i9i4 movement for peace and international 
arbitration belonged to this same group. 

Various professional groups kept close international contacts, partic- 
ularly in Europe, which was at that time a much larger part of the 
world. National integration was then only in its beginning ancl class 
differences were often rather sharp; in the upper classes the social dis- 
tance from foreign aristocracy was often shorter than from the lower 
classes at home; greater equality and closer ties within the nations, when 
they were achieved, have undot drtcdly been w^on at the cost of losing 
some of the earlier international social integration on the upper-class 
level. Even in the crafts, however, there had been, before the First World 
War, dose international tics, supported both by the movements referred 
to above and by free migration of labor. 
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A study of a half century s contents of professional journals and 
journals of organizations for various political, cultural and social causes, 
from the point of view of the kind and degree of interest they showed in 
people and events in other countries, would be an excellent topic for 
a doctoral thesis in international social psychology. Such a study would 
reveal, I believe, the strong inward turn of sympathies. Some time ago 1 
had occasion to glance through some such publications from various 
countries for the years 1914 to 1918, and I was struck by their reserved 
friendliness— indeed, guarded solidarity — towards persons, organizations, 
and accomplishments in enemy countries* I found even appreciative 
obituaries. This caused me to reflect how much less civilized in this 
particular respect of international understanding the world has become 
in the course of little more than one generation — in spite of all our 
tourist travel and the increased volume of other secondary contacts 
resulting from rapidly improved means of communication, and in spite 
of the growing number of international conferences of all kinds. 

The Trend to National Autarky 

Apart from the effects of national integration on the all-important 
factor of psychological identification and solidarity, the jjiodern inte- 
grated welfare state is likely to enlarge vastly the scope of public or quasi- 
public responsibility for the economic d<*velopment of the country. The 
limits within which the state can freely dispose and organize in accor- 
dance with directives emanating from the national political process are 
fixed by its territorial boundaries. The state is in a position to control 
capital exports; usually there arc reasons to preserve capital within the 
country in order to push ahead with national economic development. 
The state is also in the position to keep out foreign labor; it will find 
the means to discourage immigration if it is commonly felt to be harm- 
ful or even if this is demanded by powerful pressure groups that take 
advantage of public apathy. 

To all economic planning — whether done by the state, by organized 
interest groups, or by private enterprise — investment in the country 
itself, internal production and consumption, and internal supply and 
demand are factors which are more or less calculable and which can 
even be influenced in accordance with national, group, or individual 
inteiests. The international markets, on the other hand, arc independent 
variables, that is, they represent an economic risk that purely national 
planning cannot control. 

National economies simply have to adjust themselves as best they can 
to external market conditions. Among these exogenous and nationally 
uncontrollable conditions to be found in the international markets are 
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not only ordinary business lluciuations but also the interventions of 
other governments in their own economy and, in particular, in their 
imports and exports. When the economies and the policies of other 
countries follow the same course, these outside interferences can, as seen 
from the viewpoint of every single government, be expected to multiply 
and grow in magnitude, thus increasing the general riskiness of foreign 
markets. 

While foreign markets, determined by the actions of other govern- 
ments and groups, thus increasingly involve economic risks, one of the 
surest and simplest means of stabilizing the conditions for production 
and employment at home consists in regulating imports. Such public 
controls usually have the political advantage — at least immediately — of 
shifting the effects of adverse developments on to the foreigner, while 
helping domestic industries or leaving them undisturbed. 

For four decades this secular trend tov;ards national autarky has been 
spurred on in each of the highly inicgratcd countries by the risk, or 
actual fact, of war and involuntary isolation, and also, of course, in most 
of these countries lor most of the time, by foreign exchange considera- 
tions. More recently the cold war and the dollar shortage have again 
intensified these drives towards autarky. 

In this w^ay international disintegration feeds national autarky, which 
in turn tends to further intensify international disintegration. The proc- 
ess is cumulative; and every new policy step along the autarkic line 
is followed by a redirection of national investment of capital and em- 
ployment of labor to fill the protected space created; the new situation 
is thus consolidated by vested intcresis. 

“W'orld trade is directed by a monstrously complex network of trade 
and payjnents arrangements which has minimized the role of market 
forces in dc teriiiining what nations will produce and what they wall sell 
to One another"— this is the (.‘iiclusion Dr. Raymond F. Mikesell reaches 
from his comprehensive study of present tiade and payments relations.^ 


The Role of the Large Countries 

The decisive and leading role in mis development towards national 
autarky played by the great industrial powers has usually not been 
sufficiently ‘stressed. One of the interesting parts of Professor Ingvar 
Svennilson’s recently published investigation of European economy be- 
tween the two world wars is the analysis he devotes to this problem.^ 
Svennilson finds it a striking feature of the development of world 
trade since the First World War that the manufacturing industries of 
the United States, Great Britain, Germany, and France have become 
national autarkic units: 
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The Soviet Union completes, in an excellent way, this picture of a world 
economy where a few countries, which together dominate world industrial out- 
put, provide markets for each other's industrial output only to a very small 
extent. . . . The five largest industiial countries in the world have almost 
completely isolated their industrial systems from each other. In this respect, 
the division of the world into a numbcT of isolated economic blocks is almost 
a reaht). Work on a unified world market is useless if these large countiies arc 
not prepared to open up their frontiers to imports of manufactured producls.'‘ 

. . It is to the economic relations between these large countries that the world 

disintegration can most properly be applied. The smaller industrial countries, 
on the other hand, are not only highly dependent on the supply of industrial 
goods from the larger countries but also maintain a comparatively intensive 
trade between tficmselves.'^ 

Because of its position as the main creditor country in the world, 
the extreme protectionism of the United States, effected by high tariffs 
and many other devices, is of importance in this context. In the United 
States there are. of course, local and special interests behind every pro- 
tective measure. Tlic collusion of these interests and the apjieal to na- 
tionalist sentiments have ensnicd their application, and it has jiroved 
impossible for successive administrations, though all wdth good inten- 
tions, to do anything substantial about it. Prolessor Jacob Vhner, who 
recently has again surveyed the situation, reaches the (ondusiou that 
“the duties of our tariff which have survivcil the trade agreements nego- 
tiations probably account tor almost all of the restrictive ellc'cr on 
imports of the tariff as it was before tlic other devices of national 

protectionism have been still better preserved and even sliengiliened. 

The United States, with a gross national product now exceeding yjO 
billion dollars a year, proud of the great resilience of its economy, ac- 
cusloincd by now to absorbing one violent shock to its economy after 
another, prt pared for a continuous economic growth of truly startling 
dimensions^ and having since Cordell Hull's time assumed the leader- 
ship in a virtual world crusade to break down the barrieis to interna- 
tional trade, docs not sec its way to permit the few^ hundred million — 
or, at most, a few billion — dollars a year of additional imports of various 
commodities that woidd follow a lowering of its owm trade barriers. The 
content of the Randall Report,^* the discussion aiound it, and the rc- 
ce[)tion by the United States Congress of its rather timid suggestions, 
have made it dear that the whole movement towards trade liberaliza- 
tion in ATnerira—iiiged by a unanimous w'orld, dramatically and mov- 
ingly staged by Ameiican administrations of both political parties in 
repeated prologues, and widely publicized as the main American con- 
tribution to international economic integration— is in great danger of 
becoming an anticlimax with worldwide repercussions on all our striv- 
ings towards iniernationalism. 

After the election of 195], it seems that the main proposals of the 
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Randall Commission may be carried thiough. In the present discourag- 
ing development even such a small step would be oi tremendous impor- 
tance — particularly if it is being stressed that it is only a small step in 
the right direction and il the work is immediately taken up for a cour- 
ageous continuation. The problem of trade liberalization in the United 
States and other countries in similar positions will be discussed in more 
technical terms in the concluding sections of Chapter XIIL 

Undoubtedly, Svennilsoii is right in pointing out that the big countries 
played the leading role in the development towards world disintegration 
in the field ol trade; undoubtedly, also, the United States has been in a 
particularly strategic position in this comext, both because of the height 
of its trade barriers and because of its size and iis dominant position 
as the main creditor country. But in this geneial climate, the smaller 
countries arc lollowing the same course, even if they have not yet moved 
so far towards effective autarky. 

The above analysis has been focused on the industrially advanced 
countries; it is, however, also fully relevant to the underdeveloped coun- 
tries. They are now eineiging from the lethargy of loreign political 
and e( Gnomic domination and internal stagnation, and are attempting, 
against heavy odds, to press on witJi thcii tconomit. development; but 
they do not adopt the relatively libeial policies in their loreign economic 
relations that were foilc^wed by the dcv(‘loj)e(l couniiies in their early 
stages of development. Indeed, they cannot do so, is the wairld environ- 
ment into which they have to fit themselves is no longer what it was 
for those other countries in the nineteenth century. 

They ate, tlierelorc, bound to etjuip themselves with the nationalistic 
economic policies that weir forged by the advanced countries after 1914. 
As a matter of fact, they arc compelled to give these })oli(ies an even 
more radical shajK*, as their national development needs are so much 
more urgent and as all their margins are narrower and their r(‘Sources 
scantier; this ([uestion will be distussed luilher in Cliapler XllI, dealing 
with the commercial policy of undeidcvelo[)ed (ountries. 

In their struggle for national independeiue and economic development 
strong forces of nationalism are released whi(h give emotional font* to 
these policies. Even in this lespca the uiidcrdevelojjed countries are 
not out ol tune with what has Inva happening in recent decades in the 
advanced Countries. 

ThL DlTF.RIORATION of iNXrRNATIONAi. I.AW 

This play of forces has resulted in the gradual paralysis of the iidierited 
quasi-automatic system of national adjustments to the exigencies of in- 
ternational trade. On a clcepci level of policy atritnclcs, the norms and 
mores of a previously more iiiiegratcd- -paitial world economy wdiich. 
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as always, derived their social reality from being unquestioned and 
obeyed, were permanently destroyed as they were repeatedly disobeyed 
An example of these fallen idols is the whole complex of functionally 
purposive behavior patterns and taboos upholding the gold standard. 

Related to this has been the gradual deterioration of international law 
as we knew it prior to the First World War. The closely knit international 
community of economically progressive countries, which I have referred 
to as the partial world of the period before 1914, had seen, the develop- 
ment of an ever-more-diversified body ot commonly respected rules for 
correct behavior in public and private international relations. These rules 
had their origin partly in regular intergovernmental treaties and con- 
ventions, but they also grew out of a gradually established common law 
practice. Increasingly they were reflected in domestic laws and their ad- 
ministration and execution; as a matter of fact these national streams 
of legislation and precedents were a main source of international law. 
All this was then systematized — and so strengthened and made still more 
specific — into a consolidated doctrine of international jurisprudence, 
which also drew on the ancient inheritance of a jus gentium. 

The true natuie of this international law as it existed in the era before 
1914 and, particularly, the crucial question ol its sanctions, was widely 
disputed; but meanwhile it functioned with considerable cflici«ncy and 
resulted in a high degree of security in international business. Obliga- 
tions stretching over national boundaries were honored, and the for- 
eigner’s rights were res[)ected. We i^aay recall that before the First World 
War alien property rights were protected even during war and even 
when the property owner belonged to an enemy state. 

Under the piessure of the sequence of wars and international crises 
and the growth of tlic new nationalism since 1914, this situation has 
changed fundamentally. The precedents in interstate relations set during 
this period, beginning with the German invasion of neutral Belgium in 
spite of solemn written commitments, have everywhere and continuously 
been breaches of the agreed rules. By a mutual process of competition in 
ruthlessly exploiting strategic interests, the whole body of international 
law governing the conduct of warfare — built upon the distinction be- 
tween the soldier and the civilian and incorporated in the Hague and 
Geneva Conventions — is thus in almost complete ruin, as we all know 
too well. Conventional war has changed to total war, bound by no 
limitations other than those imposed by military expediency; with the 
enormous destructive power of the new, unconventional weapons there 
seems to be no way back. 

Even in the economic and financial sphere the rule of international 
law has been severely weakened. As the volume of state interference has 
inaeased the very concept of property has gradually changed in all 
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countries. The now accepied practice that belligerent states can do as 
they please with enemy property — which is only an application of the 
new doctrine of total war — has naturally dealt a severe blow to the basic 
principle of the old international law that foreign property is inviolable. 
A principle is, so to speak, indivisible and must be universally applicable; 
failure to apply it in one field tends to undermine its general validity. 

For a time — and particularly in countries under economic and po- 
litical domination — this principle of the inviolability of foreign property 
frequently resulted in preferential treatment of the foreigner. It was, for 
example, often accepted, or still is accepted, that foreigneis have a right 
to compensation for nationali/ation measures, even when such an 
obligation is not rccogni/ed for citizens. 

In the modern state nationali/ation is, however, only one among a 
large number of state interferences with property rights, many of these 
implying financial burdens on the property owner. With the present in- 
crease of state activity in the economic field, it becomes practically and 
politically impossible to preserve a sanctuary for foreign property. In 
fact, the old principle was related to quite a different kind of state and 
in the new stale now coming into being it loses its original meaning. The 
effect is, however, a lowered degree of security throughout the whole 
field of international business. 

The evolution of international law in the economic and financial field, 
like that c:)f all other law, is, of course, only one clement in the totality 
of changes in the national economies and their imcrrela Lions, and it is 
hardly one of the basic elements. A reconstruction of international law 
aimed at recreating a measure of security in international business will 
naturally and to a la^ :e extent have to be in the nature of an adjustment 
to new circumstances, 

It will, in fact, concern the same problems and meet the same difficulties 
as generally do the efforts to coordinate national eronomic policies, about 
which I have some comments later in this chapter. As a matter of fact, 
the reconstruction of international law is part and parcel of this more 
genera] problem; law has no independent existence outside its social con- 
text. Law must be operational; it can be established neither by pro- 
nouncements, nor by majority votes in international organizations, nor 
by writing constitutions for “superstates" which have as yet no basis in 
international solidarity. 

For the time being, what we have seen is the breakdown of interna- 
tional law as inherited from the nineteenth century, without its replace- 
ment by a body of rules better adjusted to the rapidly changing world 
and, therefore, accepted as part of social reality with standards that are 
actually being applied. The present state of legal anarchy is a significant 
element in the process of international economic disintegration which 
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we are here studying. It hardly needs mentioning that in this sphere, too, 
it has been the bigger of the industrially advanced countries that have 
taken the lead in gradually destroying a functioning international system, 
while for natural reasons the smaller ones in this group have had a 
greater interest in attempting to preserv^e and uphold the crumbling in- 
ternational law. 

International Disintegration from a National Point of View 

Ordinary citizens in our advanced countries arc usually only mildly 
disturbed when confronted with this grim diagnosis of the world’s eco- 
nomic disintegration; they are natuially more concerned with problems 
nearer home. Paradoxically, on this closer national scene there has mean- 
while been progress and integration. 

In spite of world wars and depressions, we have seen in each of our 
advanced countries a tremendous rise in productivity, security of em- 
ployment, and standards of living, and also greater equality of oppor- 
tunity for the individual citizens and a general equalization of incomes 
and wealth. In the last forty years, with all their international turmoils, 
these countries have witnessed a more ra[)id national integration than 
ever belore in history. The ordinary citizen is apt to believe — and very 
largely wmh some reason — that the national policies by which this has 
been brought about are good, even if they are exactly those which are 
here pictured as the causes of international disintegration. 

I believe we may completely misinterpret the whole problem of how 
the development to international disintegration may be reversed if we 
do not try to go deeper in our understanding of the purposes of ihc 
national policies w^e are bound to criticize when we apply the \alue 
premise of international integiation. These policies are, indeed, mostly 
— by no means alw^ays — motivated by good reasons, and nationally tliey 
have on the whole been successful. 

If wc want to avoid their resulting in increasing international disin- 
tegration, our duly is to propose such adjustTnents to them as will be 
favorable to international integration, while at the same time taking 
care to protect equally wall or even better the national ini crests that 
they serve. That this should theoretically be possible is implied in the 
faith I have expressed, that naticmal economic progress and integration 
can only reach the higliest possible levels in a wadl-iniegrated world. 

We might first (observe that the interest in stable markets — which also 
implies stable ernjjloyment and continuous high utilization of plant and 
machinery, as well as of the distribution apparatus — is naturally a vei'y 
legitimate one. If wx" wish to prevent this interest from expressing itself 
in national policies implying discrimination against foreign markets, we 
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must find the means ol giving increased stability to the international 
economy. This special reason for a nationalistic economic policy is bound 
to become ever more urgent; for the importance to individual enterprises 
and to the national economies of stable markets— and hence the economic 
disadvantage of unstable markets— has been steadily increasing, and 
will continue to do so, as modern industry progresses towards a higher 
level of mechanization and capital intensity. 

More particularly, full employment is a legitimate national interest, 
not only socially but also economically. Full employment largely explains 
why investment and production have been held on such very high and 
generally risitig levels after the Sexond World War in most industrial 
countries and wliy productivity has been making such strides. At the 
high level of capital costs, tyj)ical of modern industry, erionnous fjrodec- 
ti\ity gains follow liom a high and stable level of employment. A high 
level of output permits higher savings, investment risks are at the same 
time redmed, and the nioie capit.d-intensivt' rneihotls, lesiilting Iroin the 
higlter savings and invest ments, induce a further rise in total output. 

The experience of tlic Circ'at Depression and the j)opular aj)peal of the 
type of thinking we liave become acnistomed to associate witli the name 
of Ke)n('s have been epoch-making in our countries. No wadi -integrated 
nation will now hesitate to assert its control over exports, imports, and 
foreign exchange, if it is a question of maintaining the level of employ- 
ment. Ofice more, to avcal national disrrimiiiaticm .igainst loicagn trade 
and restrictive controls of foieign payments, invokcxl to defend full em- 
ployment in the individual countries, ue must oigani/c^ the whole w'oild 
economy by concerted international action in such a way that depressing 
efiects on naticmal v^ Hate Irom events outdde a country's national 
boundaries are hss likely to arise. 

The eoiilliet between the a.. ns and policies of llie national wxlfare 
stale and the ideal of iiiiernatii. nal integr aticaa beemnes intense when we 
consider the redistnbutional aspects of national economic policy i\ll the 
advancc'd countries have embai ked in recent deendt's upon a comprehen- 
sive complex oi fiscal and social policies aimed at a fairer sharing be- 
tween their citizens of the exigencies of economic, fortune; but this ever 
more intensified solidarity stop- .,i the naticmal houndaiy. 

Howcvei, the main reason why these national welfare systems tend to 
disintegrate the world eeoncmiy is that, as I pointed out in Chapter III, 
the redistributional intentions are not limited to a direct transfer of 
income via the collectors of taxes and insuiarue contributions, but invade 
the whole' field ol national econc^mic polic), changing the basic: conditions 
lor the o]K'ratiun ol the price system. 

Workers in the United States have a long-standing tradition of regard- 
ing protective tariffs over practically the whole industrial field as a 
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justifiable defense of their own living standards — which they know are 
high— since they prevent the products of cheap foreign labor from in- 
truding upon the American market. The fact that this argument has 
logical flaws, and yet, in spite of all the orthodox teachings of the theory 
of comparative costs by generations of professors of economics, is never- 
theless so tenaciously upheld, demonstrates how solidarity is limited to 
the nation. Nationalism is stronger than reason. 

When the redistributional policies come to be applied in the broader 
field of economics, this is usually, however, not the result of an intellectual 
mistake but, in the given setting of internaiional relations, quite a 
rational approach. In almost all the advanced countries farmers have 
needed state assistance to preserve their living standards on more or less 
the same level as other social groups and, following the principle of 
solidarity, the nonagricultiiral majority of citizens has everywhere been 
prepared to accept very far-reaching modifications of the price system 
in order to ensure some degree of “price parity" for farm production. 

Such agricultural price policies have evei-y where become important 
cornerstones in the construction of the modern welfare state, but it has 
never seriously occurred to any influential and politically responsible 
group in any country that this expression of solidarity should expand 
beyond the state boundary. Instead, the international market has been 
freely used as a dumping ground, hurting particularly those exporting 
countries that have narrow margins and have to count their foreign ex- 
change carefully. 

In this connection it is interesting and illustrative to compare, on the 
one hand, the universal acceptance by a national political majority of 
the obligation to support economically the fanning minority at home— 
almost as if it were self-evident — and, on the other hand, the cold-hearted 
disinclination in the industrial countries to do anything at all in order 
to stabilize the prices of raw materials and staj)le agricultural commodities 
of the underdeveloped and very poor countries, whose whole economic 
and political existence is continuously in jeopardy because of their 
unstable export markets. We arc faced here, not only with an unwilling- 
ness to accept a real redistribution of incomes, like the one that has been 
accepted within their own countries, but also with a reluctance even to 
consider schemes that would mciely stabilize the markets over a period of 
years, without any international redistribution. 

, Agricultural policy is only one example, but an outstanding one, 
because of the large number of beneficiaries and the large aggregate 
amount of income redistribution involved, 'rhe same principle of na- 
tional solidarity and almost total disregard of the interests of the for- 
eigner operates over the whole field of economic policy. Everywhere there 
is demonstrated a readiness to improve the economic basis of national 
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production; at bottom, a social equality and welfare interest is often the 
driving force. This is true of the coal policy in Britain, of the regulation 
of the fishing industry in Norway, and of wine production in France, to 
mention only a few examples. 

The fixing of differential tariffs by the publicly owned and publicly 
managed railroads offers a flexible means in most countries of reallocating 
the relative advantage of national industries — and of discriminating 
against the foreigner. The same often goes for other means of cohimuni- 
cation, like ports and airlines. I'he whole body of regulations in the 
shipping industiy follow^s the same pattern; a Norwegian is apt to point 
out that the high subsidies paid to the American shipping industry and 
the protection given it by other means in the postwar period may have 
cost the Norwegian economy more than all it received in the w^ay of 
Marshall aid. As the state and local authorities handle ever larger budgets 
and so become increasingly important as buyers in many markets, their 
orders for goods and services are, by law or custom, directed so as to 
encourage so far as possible domestic industry. In all cases the purely 
national interest is emphasized and the principle of national solidarity 
followed. 

Measures against restrictive business practices are a good illustration 
of the nationalistic direction of economic policy. While most govern- 
ments have introduced legislation against internal cartels, in order to 
protect the consumers from exploitation, few responsible politicians 
would be prepared to extend this kindly interest to the protection of the 
foreign buyer, and in the international markets cartels have so far been 
given free play. In most parliatnents it would, indeed, be looked upon as 
a strange and almost subversive thought if somebody were to suggest 
that sometimes the foreigner's interests in paying less for exports from 
the country than he is at p.osent oblige<l to might need protection. 
Directed towards the outsiae, monopolisiic exploitation becomes a 
patriotic virtue. 

To except the international cartels from control is, incidentallv, olien 
a mistake from a national point of mcw. In many cases the international 
cartels are in reality collusions of indu^trie:. in different countries, agree- 
ing to leave each other undis. i-bed by competition from taking what 
the traffic will bear in tlieir established markets. The powerful Scandi- 
navian pulp and paper cartel has many purposes, but one is to permit 
the paper industry to charge higher prices at home; for decades stationery, 
produced from Scandinavian raw materials and often exported in the 
form of paper, could be bought cheaper in London than in Stockholm. 

Apart from this and other sclf-deceptions—and economic policy is, 
relatively speaking, less influenced by ignorance and emotional irration- 
ality than foreign policy in general®— the nationalistic economic policies 
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of the modern welfare state are rationally suited to their purposes: to 
create more stable markets and to bring about a redistribution of in- 
comes within the nation. The greater capital intensity of modern industry 
tends continuously to magnify the first interest. The progressing national 
integration is partly a result of the pursuit of the second interest, but is 
at the same time continuously strengthening its driving force. 

This process, by which national integration induces international dis- 
integration, is thus cumulative- International disintegration in its turn 
implies that foreign markets become even more unstable, which again 
strengthens the rational urge to concentrate op the home market and 
give it better protection, for the sake of internal stability. Progressive 
international disintegration makes it likewise ever more dilficult to 
visualize clearly, and to urge elfectively, a policy of international, instead 
of national, solidarity. 

The international payments problem is distussed in Chaper VL 
Ith as naturally taken its present aggravated form as a result of the inter- 
national crises, with their major disturbances of the (ratling and payments 
positions. A deeper and more permanent cause, however, is the unwill- 
ingness of the national welfare states to accept the infringements on their 
policies of economic stability and ccottomic ecjualiiy th.it an automatic 
trade and payments system would imply if it were to bring about rhauges 
in the national economies corrcsj)oiiding to changes in international 
economic relations. The whole complex of national politics, to which I 
have referred above, introduces rigfdiiics — from an international point of 
view — that limit the possibilities of adjustments to ensure balance of pay- 
ments eejuilibrium without short-term controls over international trade 
and payments. 

'Po restore convertibility and eliminate trade discriminations that are 
caused by payments difficulties and that do not, per se, represent naticjnal 
interests, would seem to be a first step in preventing further international 
disintegration. The problem is, however, whether even this very modest 
goal can be reached in a world where the more basic national interven- 
tions have gone so far and are backed by such strong national interests. 

Internationalization of National Policies 

This general world conflict between national and international integra- 
tion obviously cannot be resolved in the interest of the latter ideal simply 
by preaching internationalism and denouncing nationalism. No advanced 
country is prepared to give up, or even to risk slightly, the fruits of na- 
tional integration, which remains a supreme value to its citizens. And the 
goal for underdeveloped countries must be to start their own processes 
towards national integration; their success in doing so is also a first pre- 
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condition for their incorporation in a better integrated world. To deprive 
nations of their right to organize their own affairs and, in particular, to 
control and steer their internal economic development, is out of the 
question. 

It is wrong to believe that the volume of national interventions that 
could be abolished in a process of simple “international economic dis- 
armament" is large. It is true that some of them stem from misunder- 
standings of reality; even more of them have been instigated by special 
interest groups without ever having been intellectually tested by having 
their consequences thoroughly explained to and understood by the 
people. It is my view, for instance, that the strict control over interna- 
tional migration, which is discussed in diaper VII, largely belongs to 
this category of measures, which it was possible to push through only 
because of ignorance, apathy, or nationalistic emotionalism among the 
general public, as does also the high piotectionism of the United States, 
whose economy stands for various leasons in a special position. 

More generally, wc should note that some smaller and highly developed 
national welfare states, such as the Scandinavian ones, have traditionally 
followed a much less autarkic economic policy than the bigger ones and 
have nevertheless succeeded in reaching an exceptionally high level of 
national economic integration and in maintaining a rate of economic 
pre^gress and a standard of living as high as or higher than the bigger, 
more autarkic countries. This should serve as an indication that there is 
room tor reconsidering many of the present national economic policies. 

Wc should only be deceiving ourselves, however, if we did iiot recog- 
nize the fact that in most cases there are valid national reasons for these 
policies. In many cases there exists also an interrelationship between 
clificrent types of national policies which makes it difficult or impossible 
to abolish even those that ate not strongly backed by national interests 
for their own sake. Most, industrially advanced countries may sincerely 
want to abolish, if they could, those trade and payments rcgxilations that 
are directly caused by payments difficulties. However, the laik of interna- 
tional balance revealed by the payments difficulties is itself the result 
not only of the changes caused by wars and the like, but also of the 
trend to national integration I the national policies, inherent in this 
trend, aimed at stability and equality. These policies the governments are 
not in a position to renounce. They have mostly very important national 
purposes, even if their total effects — direct and indirect— are disastrous 
for international integration. 

“The fact is that wc have moved far from a world in which complete 
international specialization of labor is possible. Some of the rigidities 
... are here to stay. . . . This means that completely free trade is not 
feasible." Behind this statement of a commonly accepted negative fart, 
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which I have chosen to cite from the recent Randall Report,^® is the 
more important and positive fact stressed in Chapter III, that national 
integration, though it has its essence in equalization of opportunity for 
people in all social groups and geographical areas, has not been achieved 
simply by the abolition of barriers within the country, but rather by a 
process of social organization. 

If, therefore, we realize that it is a misdirected and, in any event, 
hopeless attempt to try to reach international integration unless it be as 
a concomitant and, indeed, as a further development of national integra- 
tion, we have to draw the further conclusion that international integration 
in this age has similarly to imply more than a breaking down of national 
barriers; it has to attempt reunification and harmonization of the na- 
tional policies of cooperating states.^^ 

The task for international integration becomes, then, a matter of 
coordination. International labor and capita] movements or freer trade 
cannot be expected to fe-emerge simply as a result of agrt^cments to undo 
national policies. On both sides of every boundary practically all “mar- 
kets” are now highly organized by the state and by interest groups. 
What is needed is an internationalizatum oj fhrse national policy struc- 
tures themselves, preserving the essential values they represent to the 
several nations. ^ 

If governments came together intent upon a more ambitious coopera- 
tion of this kind, some of the present policies would clearly be seen to 
be misdirected and irrational. In many other ca.ses it would become ap- 
parent that national protective measures served interests which, even 
when not unimportant viewed unilaterally, are minor compared with 
the major common gains that could be realized by mutual agreement to 
abstain from them. This is all in the realm of what I called “international 
economic disarmament.” 

There arc, though, other policies — for example, agricultural protection 
or other intentional support of industiies as part of a national develop- 
ment program — that are indispensable from the national point of view. 
If, however, these policies were worked out on the basis of international 
solidarity, they could be framed so as not to lead to a competition be- 
tween the 'countries to shift their burdens onto each other. 

A primary object of cooperation would naturally be to create stable 
international markets and, in particular, to guarantee a stable world 
trend of business and production. To the extent that stability was 
achieved, a great number of existing national policies would prove un- 
necessary and, in the first instance, the quantitative trade and payments 
restrictions, unpopular with all governments, could be abolished. 

In this new type of international relations, founded upon a widening 
of economic solidarity, freer movement of labor and capital would play 
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a natural role, as also would, in some measure, the sharing of burdens 
for common objectives, and even the giving of economic aid. 

As was the case in the advanced nation-states, which offer a prototype 
for our model of international economic integration, this whole process 
would need the impetus and momentum of economic progress. Only in 
an expanding world economy will there exist the conditions for mutual 
generosity without which the integration process would not get far. 

The whole movement towards international integration along these 
lines will have to be argued in positive terms of the wider community of 
interests and aspirations^ not the negative ones of wanting to break up 
the defenses of national integration. Indeed, the stepping stone will have 
to be the recognition of the great accomplishment that national integra- 
tion really is in a few advanced countries. The goal has to be one of 
transforming this national integration into a more inclusive international 
solidarity. It must meet the request of actually strengthening the values of 
national integration — and it will have to be realized that a great hindrance 
to international integration is the fact that so many countries are still 
badly integrated nationally. 

This is a technically much more difficult task than the old internation- 
alists, who saw the problem only m terms of tearing down barriers, have 
ever grasped. Yet this task of coordinating national policies is the one we 
arc actually attempting to grapple with in the international organizations 
when, on occasion, we succeed in proceeding one step beyond the delivery 
by delegates of propaganda speeches and the voting of pious resolutions. 
Even though our attempts so far are feeble and the results small and in- 
secure, this is the ta.'ik and there is no way around it. 

The Need fop International Solidariit 

Too often, when the internationalist denounces nationalistic economic 
policies, he finds himself in the company of the rcactionarie.s, who in all 
our countries are waging a rearguard battle against the developing 
welfare state. And so he becomes allied with—and, with him, unfortu- 
nately, his ideal ol international integration— historical forces wliich in 
the long run are bound to los ’ out. 

There is to my mind no doubt— and I shall develop this thought in 
the next chapter—that, basically, the reason why efforts towards inter- 
national integration in Western Europe ha\c achieved so little is that 
the deeper questions have not been faced honestly and courageously. It 
was assumed that international integration could be attained without the 
basis of solidarity that national integration required, and without accept- 
ing the consequences of such widened solidarity. Under these circum- 
stances the common man in Europe remained cold and suspicious. He 
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felt that this was perhaps a new way of raising obstacles to national 
welfare policies. 

There is no retreat from the welfare state, and its further growth is 
intimately bound up with further progress in national integration. The 
events of the last two years in America under a Republican regime, 
where the main social advances made under the Democratic New Deal 
and in the entire field of economic policy have been preserved or ex- 
tended, and similar features of Conservative rule in Britain, Australia, 
and New Zealand after an era of Labor governments, seem amply to 
illustrate this point. The biggest break we c.sn expect in the trend towards 
the welfare state is the flatness of an individual step in a staircase. 

A social trend is never an entirely straight line but moves by fits and 
starts. In addition to a natural tendency for a certain slowing down after 
a prolonged and rapid upward movement, we have had in recent years 
the complicated reactions to the cold war and the heavy burden of de- 
fense expenditure. These changing historical circumstances, and the coun- 
terbalancing main trend towards the welfare state, firmly backed by the 
interests and valuations of a democracy, have such an ovci whelming 
preponderance that the fluctuations of political parties and personalities 
in power are almost without influence, if we take the broad and long 
view. As a matter of fact, the break in the upward movement has not been 
very much larger in the United States and Britain than in those Scandi- 
navian countries which have been continuously governed by the Labor 
parties, as a matter of tradition. 

From an international point of view, national economic policy is not 
to blame for seeking stability and equalization. Its failing is that it 
restricts solidarity to the individual nations. We have to attempt to build 
a better integrated world upon states that are all, and for the most ex- 
c^jllent reasons, continuously seeking better integration nationally. To face 
this issue clearly is the first requiiement when attempting to tackle the 
problem of international integration. 

I have criticized traditional internationalism — that seeks a short cut 
to international integration by the simple and wholesale abolition of 
national economic policies — as not only reactionary but also as ineffective, 
since it goes against an immutable historical trend, determined by peo- 
ple’s interests and valuations in a democracy. I do not pretend that my 
proposed substitution — a policy of international coordination of national 
policies based upon a widened international solidarity — is an easy road. 
All the succeeding chapters demonstrate the almost insurmountable 
difficulties that have to be overcome; the present trend undoubtedly 
points in the direction of continued and increased international disin- 
tegration. I do, however, believe that while the other solution is not 
practical — and, in addition, would harm values that are dear to us and 
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destroy accomplishments that are the pride of our generation — this one 
is, at least, a sensible goal, however difficult to reach, and one that good 
and well-informed people would wish to strive tor. 

Attitudes and Institutions 

To meet this challenge, the moralist will urge a stricter adherence by 
people in their actual behavior to their expressed valuations on the more 
general plane, where those valuations are freer from group and national 
prejudices and other narrow, immediate interests; sometimes he will also 
urge a change of those valuations. The modern educator — following the 
usage of the psychologist — prefers to speak about attitudes while meaning 
much the same thing; he stresses that to build up a better world commu- 
nity people must hrst be trained to become more loyal w'orld citizens. 
The reformer-politician attempts to leavJ people towards a gradual change 
in attitudes and tries to stabilize, and sometimes to cause, such changes by 
creating the fait accompli of political action. 

The social scientist has no quarrel to pick with the moralist, the educa- 
tor, or the politician, whose different approaches to rcfoirn are determined 
by the fact that they are moving on different levels of social activity and, 
consequently, view social interrelations under ditferent perspectives. His 
own contribution to the discussion about how to reform society is to stress 
the institutional factor: admitting the undoubted truth that the gradual 
realization of a world community will need people with changed atti- 
tudes, it is also true that it is most difficult to change attitudes, except by 
conditioning people through their life and work within the framework of 
a changed society. 

The social scientist is then exposing the real difficulty that all reformers 
meet. Every induced social cl angc has to follow the pattern of lifting 
oneself by one’s cjwn bootstraps: society with ils forms and norms has 
to be altered pari passu v/ith the people, and its advance should, if pos- 
sible, be a little ahead of the people. Since, under democracy, society can 
only be altered with the consent of the people, this explains why it is 
most often a slow process. That, noiicihctcss, reform is possible is ex- 
plained by the fact, first, that p -e.ple’s attitudes arc not homogeneous but 
composed of very diversified and partly confiicting valuations and, second, 
that in their activity in the formal organs for democratic decisions indi- 
viduals can be induced to allow their more general valuations to domi- 
nate; these valuations are closer to basic ideals and, consequently, more 
liberal and generous than the diversified valuations determining behavior 
in everyday life.^’* 

This relationship between attitudes and social institutions is not, how- 
ever, exclusively an obstacle to the reformer. It also provides a measure of 
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assurance, since the implication is that every time a step is taken in the 
right direction by inducing an alteration of society, this will tend to con- 
dition the people living in that society to uphold the change and will 
make them readier to take a further step. 

In the international field reforms are much more difficult than in the 
national one. To be really effective, the efforts to make a radical change 
in nations’ attitudes to each other and to educate all nations for interna- 
tional solidarity would assume an existing world community, a function- 
ing system of norms, policies, and patterns of behavior within the frame- 
work of which people could experience tl^eir participation in the de- 
veloping wider solidarity. We always learn best by doing. 

It is the strength of the national state that it is actually functioning. As 
I have stressed, the national machinery, based upon — and constantly 
developing further — the national solidarity, is strong and becomes ever 
stronger. The international machinery is, in contrast, weak and still 
without any appreciable basis in people’s allegiance; it is constantly 
being weakened because of the very fact that the national machinery of 
the modern welfare state is strengthened. 

We have to start from where we are. Those hesitant approaches to a 
world community so far made belong to the realm of institutions repre- 
sented by the various weak international organizations and of bilateral 
and multilateral negotiations and agreements between sovereign govern- 
ments within or outside these organizations. The existing formal organs 
for intergovernmental cooperation in the economic field — however weak 
they are for the time being and however meager the practical results of 
their work — do nevertheless constitute our only existing institutional 
basis for efforts to build up practical international solidarity. They were 
created when there were hopes for very much gi eater and more immediate 
practical achievements; the fact that they still survive even under circum- 
stances where they have become rather ineffective can be explained only 
by the existence of certain general internationalist attitudes, which in 
their turn depend for their survival in the less favorable conditions of 
today upon the continued existence of these institutions.^^ 

When, inside or outside these organizations, an intergovernmental 
agreement is reached, even on a minor issue, this usually has an additional 
and cumulative effect of strengthening the basis for the internationalist 
attitudes and .thereby making further agreements more possible. This 
relation between attitudes and instituuons, even if not spelled out in 
this way, is sensed by all international and national officials who are 
engaged in the drudgery of the intergovernmental organizations and in 
intergovernmental negotiations. It gives significance and meaning to labor 
on the details of all the technical issues into which the efforts towards 
international understanding and cooperation branch out as soon as 
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they are directed towards reaching practical results. From this point of 
view of their cumulative effects upon attitudes and, therefore, possibilities 
for further advance, even small institutional accomplishments become 
potentially important. 

The vision should be preserved, the broad goals marked out; but the 
road goes over laborious mountains of small and big obstacles to inter- 
governmental agreements which, when traversed, move us only a fraction 
of an inch forward. On the present level of low institutional efficiency 
and faltering popular allegiance, the movemeiit is of necessity slow, but 
if enough good people keep on plodding — not giving up even in periods 
like the present one, when practical goals that ten years ago seemed in 
their reach are constantly appearing more unattainable — and remain 
prepared to cash in on every favorable change of the circumstances, 
momentum may gradually be gatheied that will then give speed to 
progress. 

That this will happen is by no means certain; an oojective forecast 
at the present time could not give it a high probability coefficient. But 
if it happens, the change of attitudes will not come as a sudden dramatic 
conversion of nations to internationalism but will, as always, be in the 
nature of a gradual maturing of the effects of countless efforts, spread 
over years and decades. 

It is thus not inconceivable that, under favorable conditions and in 
the course of time, the common experience of a growing volume of inter- 
governmental agreements, aimed at synchronizing and coordinating 
national policies, and of the beneficial results to all nations of such 
agreements, may tend to strengthen tlie basis o[ international solidarity 
and thus make possible an ever greater volume of agreements. The proc- 
ess would be cumulative and self-perpetuating, as are all social proc- 
esses, whether they go upwaivis or downwards. 

The crux of the problem is, hovv'cvcr, that to start the international 
system moving upwards towards cooperation and integration instead 
of downwards, as in recent years, would itself reejuire fundamental 
changes of popular attitudes. By some means the growing nationalism 
would have to be counteracted. As it is rooted in all present policy trends 
and as support from an exisi. ’^; international comnninity is weak, tliis 
great educational process has lo be pursued against gieat odds. 

It is nor possible to feel optimistic. The process of national integration 
makes the need for international integiation ever greater but, at the 
same time, increases tremendously the difficulties of accomplishing it. 
This is one of the main contradictions implicit in practically all our 
present economic policies in all our countries. 



CHAPTER V 


Note on West- European 
Economic Integration 


The problem to be dealt with here is a limited one, as it concerns 
only a regional gioup of countries which have lor so long Iiad such close 
relations that for centuries it has even been suggested seriously that 
they should unite politically. 

Apart from the recent attempt to unite Western Europe, the last time 
European unity was actually planned in practical terms, and even partially 
realized by political action — in a fashion — was during Na/i Getmany’s 
drive for what was then (ailed “the new Europe/’ Nobody since has 
analyzed the rather detailed programing for iogional economic integra- 
tion which was encompassed in the German stratagem under Hitler. 

Postwar plans lor the political uniftcaiion of Western Europe will not 
be touched upon here, nor their motivation as policy measures in the 
East-West (onflict. I'he [)iescnt analysis is technical and confined to the 
ambitious movement for the economic integration of Western Europe. 
The international importance of this region lends a special interest to 
the question; its discussion affords, in addition, an opportunity for 
carrying out a case study with a beating on the general theme of this 
book.i 


The Record 

Indeed, the relative failure of the strivings during recent years towards 
West European economic integration makes a somber record that de- 
serves the most careful examination of its deeper causes; we should not 
be allowed to forget it too comfortably. To find out why this dramati- 
cally staged policy did not meet with greater success should be of partic- 
ularly serious concern to the internationalist who has his heart in the 
matter. 
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Goals were proclaimed in general but specific terms, basic agreements 
were signed by the governments and ratified by the parliaments, institu- 
tional forms were created in abundance, beginnings were made on a 
large scale towards coordinated over-all economic planning for the re- 
gion. More specific plans for decisive practical steps towards economic 
integration in Western Europe were drawn up and from time to time 
generously acclaimed and sometimes even formally adopted by the 
governments. 

The creation of a European customs union was one of those plans, 
and an agency was set up in 1947. The agency still exists, now doing 
useful though humble work on the unification of customs nomenclatures. 

Parallel to this comprehensive plan, the idea of a number of smaller 
customs unions was launched, each embracing two or three neighboring 
countries. Negotiations followed — among ihc Scandinavian countries, 
between France and Italy, and Greece and Turkey — and in the case of 
the Franco-Italian customs union a treaty was signed by the foreign 
ministers. But at the end of it all there were no practical results to be 
shown, and these attempts are no longer actively pursued. The Benelux 
union, founded during the war, has not reached the goals it had set itself; 
but, against this background, it still stands out as a relative success, and 
efforts towards further development arc being pursued. Likewise, in 
Scandinavia a redefinition of the pioblem in tenns of partial, more spe- 
cific, and practical tasks of economic cooperation is under way and may 
perhaps in due course achieve some results. 

At a somewhat later stage (he international coordination of invest- 
ments was acclaimed as a main solution of the problem of economic in- 
tegration. This attempted an attack on a somewhat deeper level. The 
need to reconstruct and expand the physical bases for industry in Europe 
after the decay causeu by the Great Depression and the destniction of 
the Second World War presented a great opportunity, even if it is one 
we hope will never recur. T irthermore, the extraordinaiy American 
aid to Western Europe furnished large (juant^'tics of capital from 
outside; this should have made coordination of investments much easier, 
apart from the fact that a reasonable coordination was a natural condi- 
tion for American aid. Intensive investigations and negotiations involv- 
ing industries as well as governments wrre actually carried out. But again 
there were scarcely any practic’d, results, and these attempts have since 
been largely abandoned. 

Instead, the emphasis was for a time laid on trade liberalization. In 
the years immediately after the war the European countries had had 
to open up channels for the I'low of trade by means of bilateral trade 
and payments agreements. Tlie quantitative regulations of foreign trade, 
which were implied in this first drive to get trade going again, were 
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repellent to all West-European countries and were nowhere absorbed 
into national long-term policies. At that early time it was confidently 
expected in all these countries that they were passing through a transi- 
tory phase towards freer, multilateral, and nondiscriminatory trade. 

The practical problem of freeing intra-European trade from bilateral- 
ism and quantitative restrictions was now tackled with determination, 
and substantial American capital aid was allocated with the special pur- 
pose of giving momentum to this policy. Without doubt the trade liber- 
alization program of the Organization for European Economic Coopera- 
tion contributed effectively to the revival of intra-European trade. With 
its European Payments Union anangements, it still stands out as one of 
the more solid achievements in the efforts towards Western European 
integration. 

The severe setback in 1951 demonstrated, how^ever, its rather frail 
foundation. Further, and for several reasons, the “liberalization per- 
centages,” by which progress was popularly measured, implied a large 
overstatement of the true degree of trade liberalization reached. It 
turned out to be particularly difficult to make real progress with the 
abolition of quantitative restrictions on agricultural products. In many 
cases liberalization from quantitative restrictions has been accompanied 
by increases in tariffs. 

Taking an over-all view of the present situation, trade Hberali/ation 
in Western Europe has not reached the normalization of trade relations 
which was confidently hoped for in all these countries immediately alter 
the war, when bilateral agreements and quantitative restrictions had to 
be relied upon as a transitory means of opening up trade. Neither should 
it be overlooked that the whole program rests upon a systematic and gen- 
eral discrimination against the United States and the dollar area. 

I'he apparent limitations to the freeing of trade through liberalization 
led to the search for other methods. “Integration by sector” became for 
a time the new practical goal. The one important step that has so far 
been taken is the European Coal arid Steel Community. Its experiences 
up to date illustrate the peculiar difficulties of coordinating one sector 
of different national economies while leaving the other sectors, as well 
as the national monetary and social policies generally, uncoordinated. 
If the Community has, so far, been weathering these difficulties and 
actually been able to take certain steps towards creating a more unified 
market in coal and steel for member countries, it is largely because these 
commodities, in spite of their basic importance, nevertheless represent 
only a comparatively small part of total production and trade, and also 
because nothing has been changed very much. Attempts to apply the 
sector approach to other economic fields that, like coal and steel, are 
apt to fall outside the scope of trade liberalization— for example, agricul- 
ture and transport — have met with little success. 
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In this situation a mood of general skepticism has been spreading. 
It is hardly broken by a courageous continuation of the attempts, which 
have been going on all the time, to seek, simultaneously, a solution of 
the economic problems while creating new political forms and writing 
constitutions for new political entities embracing all Western Europe or 
a part of it. for reasons which will presently be touched upon, these 
attempts are not likely to succeed. 


The Superficiality of Approach 

This sketch of goals and accomplishments in West European economic 
integration should be read against the background of what were in many 
ways unusually favorable conditions lor unification that existed in this 
part of the world after the war. 

The countries concerned — even the South- European countries — are 
all fairly advanced, industrially and culturally, when cornpaied with 
the world rfverage. Literacy is high, and all these nations have for cen- 
turies lived in very clo.se contact with each other. Internal trade in Europe, 
unlike every other region, has always been a very important part of 
its total international trade. Until the First World War there was in 
Europe an almost tree market for capital, and to a large extent these 
countries constituted a common labor maiket. In ideals and aspirations 
they show, with all their differences, a great similarity. 

After the war, most of these countries had big reconstruction problems 
to tackle and all of them embaikcd upon ambitious development plans. 
The large-scale American aid they received, together with ^hc prevailing 
circumstances, enabled them to carry out their policy of extraordinarily 
high investment in a general climate of boom and expansion. All this 
should have increased both the opportunities and the [>ractical possibili- 
ties for the economic coop Tatiori to which they had pledged themselves. 
The Americans, in fact, and with inerf asing emphasis, made economic 
integration an assumption and a condition for further aid. To the in- 
trinsic good reasons for integration was therefore added powerful outside 
political pressure. 

In spite of all this we have now to admit relative failure in terms 
of the goals declared and the goAcnnncru commiimcnis undertaken. 
One major explanation is the superficiality of concentrating the efforts 
mainly on trade and payments and evading the more fundamental prob- 
lems of the factors of production. This approach is easily understandable, 
2ib trade and payments have been for all governments the most pressing 
day-to-day problems, while international integration is typically a long- 
term proposition. 

To some extent I assume we are also all, to a greater or lesser degree, 
influenced by the classical theory of international trade, w^hich by assum- 
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ing international immobility of factors of production laid all the 
responsibility for international adjustments on trade and nevertheless 
came out with a beautiful equilibrium. It presupposed, however, fluid 
internal markets, including the labor market, instantaneous adjustments 
— and consequently automatic and continuous full employment — and 
a lot of other things. 

In any event, when European and American mentors in their plea 
for the “single market” pointed to the example of the United States, 
they regularly forgot to mention that there is free and unhampered passage 
over the state boundaries in the United States not only for commodities, 
but also for labor and capital, and that under modern conditions the 
one thing is very much a (ondition of the other. Also, it was seldom 
pointed out that industries in the United States grew up and expanded 
in a unilied market; the conversion of existing industries to a new 
pattern is much more difficult. It cannot be done simply by treeing 
trade if all the other rigidities are left undisturbed. 

From an economic point of view, the advantage to be reaped from 
a closer economic integration is higher productivity. Freer competition 
within a larger market would squeeze out Jess productive enterprises 
while permitting the more efficient ones to expand. This in its turn 
would lead to a more rational division of labor, in which each country 
could specialize in the lines of production in which it had the greatest 
comparative advantage. 7 Iiis reallocation of factors and resources would 
also bring with if the lienefiis of large-scale pioduction. 

To this general trend of thought one reservation should be made and 
one corollaT 7 stated. The reservation is that a larger home maiket is not 
the only factor in productivity and perhaps sometimes not even the 
most important one. Among the countries of Western Europe ihat have 
reached relatively high levels of productivity — and which are therefore, 
on the whole, economically progressive and enjoy high living siandards 
— the smallest countries are well represented: Sweden and Switzerland, 
who succeeded in staying out of both woild wars, arc general examples; 
for high productivity in industrialized agriculture we have Denmark and 
Holland; in shipping, Norway; in forestry and timber, Finland; and in 
fishing, Iceland; to those can be added Belgium and Luxembourg for 
the steel industry. 

It is typical and in line with our general argument that all these 
smaller countries seek the international markci for selling the goods 
in the production of which they are particularly efficient and which 
they succeed in producing on a large scale. The examples mentioned 
are all export industries. In the last chapter 1 pointed to the general 
tendency of the smaller countries to be less autarkic than the large ones. 
Yet they face the international market, w’ith all its restrictions, on equal 
terms with the bigger countries — actually on considerably less than 
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equal terms, as they cannot exercise the pressure of size and, with the 
exception of Belgium and, to a lesser extent, Holland, have no depen- 
dencies where they can discriminate in favor of their own products. 

On the other hand, one may ask whether the home markets of the 
larger countries in Western Europe — each with 40 to 50 million people, 
not to mention the populations of the dependencies they have succeeded 
in incorporating in their home markets — are really too small to permit 
their industries to enjoy the benefits of competition and large-scale 
production or whether there are not other causes for these deficiencies. 

We are not attempting to deny the very great importance of the larger 
home market, or the probable increase in this importance because of the 
progressive intensity of capital in modern production. We only wish to 
remind ourselves that the failure to attain higher productivity in West- 
Euro[)can countries in general is obviously not due only to the limited 
size of their markets.^ 

The corollary is this; the reallocation of production between countries, 
which is the very means by which the larger market leads to a gain in 
productivity, presupposes a mobility of capital and labor rcsoiiices 
within the larger area and, lurthcrinorc, the scrapping of many less 
efficient plants and, in toto, a laige volume of new investment. 

As we know, however, the international capital market in Europe re- 
mained frozen as it was inherited from ihe Irustrated thirties,'^ and no 
attempts whatsoever were made to unfreeze it, not even during the 
period of the big influx of American capital aid, when the task would 
have been relatively easier. Similarly, no serious and large-scale attempts 
were made to re-establish a European labor market.'* 

Under these circup'^tames, the eflorts towards Wesi-European eco- 
nomic integration were bound to meet with fmstration. The Norwegians, 
for example, who alter the war had cone entrated their investments on re- 
constructing their merchant marine, were not prepared 10 join in a 
Scandinavian customs union in which their own less efficient manufac- 
tilling industry would have been outstripped by the more eflicicnt 
Swedish and Danish ones. The Norwegians are only ilnec million pcoj.te 
living in closely knit national solidariiv, and they would not want to 
sec their industrial workers thrown into unemployment; nor would 
they want io find them migrating to Sweden, even if the Swedes, who are 
themselves barely more than seven million, received them as lirethren — 
by no means a certainty, if they came suddenly and in large numbers. 

I have already jiointed out that if the European Cioal and Steel Com- 
munity has been able to take certain steps in order to free the markets of 
coal and steel as between its six member countries, this is largely due to 
the fact that, in spite of the basic importance of these two commodities, 
they nevertheless do not amount to a very large part of total production 
and trade. It must be added, however, that the two count! ios in the group 
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which show significant cost disparities, namely Italy and Belguim, are 
still protected and that, more generally, heavy transport costs provide 
a measure of national protection to compensate against whatever cost 
differences do exist. In addition, both industries have strong traditions of 
cartelization which the Community has been careful not to break down 
in any violent way. As usual, such tendencies do not support dynamic 
forces for change but are rather in the nature of collusions for protecting 
a status quo on the principle of “live and let live." All in all, not much 
has happened to the basic structure of these industries. And it is fairly safe 
to predict that if ever the actions of the Community should really 
threaten a wide-scale reallocation of productive lesources in the coal and 
steel industry as between the individual countries, this would immediately 
call forth tremendous political pressures to w^hich the Corntnunity would 
have to give way or else disintegrate altogether. In other words, the 
Community lives and thrives only because it is so relatively incon- 
sec{uential. 

The fact is that each country in Western Europe is a welfare state and 
looks upon its own industry, its own population, its natural resources, 
and the nationally available capital for investment as a completely sepa- 
rate collection of economic resources to be utilized for the benefit of its 
own citizens. Even taking due account of this economic na^onalism, 
it should still have been possible, one would have thought, in this new 
era of Wesi-European integration, to coordinate at least such investments 
as were intended to create capacity, for the production of new commodi- 
ties or the exploitation of new industrial processes. 

For these new industries Western Europe could have become a unified 
market like the United States. In new and rapidly expanding lines of 
production no established interests could justifiably haye demanded pro- 
tection. Avoidance of a wasteful spreading out of investments and of 
grants of special protection to new industries should in particular have 
been possible during the large-scale influx of capital aid from America, 
It is true that such new industries are particularly desirable for all 
countries because of their dynamic impact on the rest of the economy; 
but in a region that really had taken to heart the ideal of economic inte- 
gration it should have been possible to reach an agreement, on a fair 
distribution between countries of these industries which allowed their 
concentration and their economical localization. It is sad to have to report 
that even this was not achieved. In fact, American aid was used by the 
receiving countries to raise their national production while consolidat- 
ing still further the autarkic structure of West-European industry. 

Where labor does not move and capital resources arc scarce and con- 
fined within national boundaries, the international reallocation of 
industry, which is the condition for gains in productivity through 
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economic integration, is narrowly restricted. By itself international trade 
cannot accomplish this result and, further, it will not be permitted to 
do so; for all our countries in Western Europe are definitely committed 
to full employment and to defending the standard of living of their 
citizens. Trade liberalization will therefore inevitably be stopped pre- 
cisely at the point where it would lead to the progress of productivity 
through international changes in the location of industry. This is the 
real limitation of an economic integration that is mainly focused on 
trade and payments. 

Even in the little Benelux union, where it is at present possible to im- 
port Dutch agricultural products into Belgium in greater quantities and 
at lower prices than the Belgian farmers are asking for their own pro- 
duce, these cheap imports are hampered, because it matters more to the 
Belgian politicians that their farmers are Belgians and voters, while the 
Dutch are foreigners, than that prices in Belgium are higher. This counts 
for very much mvjre than the ideal of Benelux, not to speak of West-Euro- 
peari integration. 

No country in Western Europe is today prepared to accept a signifi- 
cant increase in unemployment or even a serious scaling down of living 
standards in one industry as the price of economic integration with 
other countries, even its closest neighbors. As a matter of tact, many 
Wcst-Eiiropcan countries — and, for natural reasons, particularly those 
that are economically least progressive — have been neither able noi 
willing to enforce a high level even of internal competition and of large- 
scale factor mo\cmeiUs within their own borders. They did not feel in 
a strong enough position to permit the liquidation of their own inefficient 
industries; this, of covr'se, constitutes an extra obstacle to international 
integration. 

Even if we should have to a( :ept as unchangeable facts of life the im- 
mobility of labor and capital :n Western Em ope — which I am not pre- 
pared to do — and the serious implications for economic integration and 
trade liberalization, it is nevertheless discouraging that during years of 
public speaking and writing on the “ringle market, these deeper issues 
have been systematically avoided. Piadically, this means ignoring the 
basic issues of economic inte[.:Tation; and it also means treating the 
surface issue, that of trade, in a superficial way. Such an approach is 
bound to lead to disillusionment. 

The Issue of Economic Equality 

Another issue that was also avoided is that of economic equality. If 
in the United States— which, unlike the .small Western European states: 
embraces half a continent— the national integration process is rapidly 
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accelerating, the significance of this fact is primarily that in a climate of 
expansion that country increasingly offers equal opportunities to all its 
citizens, without regard to national origin, race, or religion. In Europe 
this is not so and, as between the national states, nothing whatsoever 
has been done to approach this ideal. 

The issue was — until very recently — never seriously raised in all the 
negotiations and propaganda. The fundamental inequality is, of course, 
between the underdeveloped rural South and the industrialized North. 
In the South there lives one half of the region’s total agricultural popu- 
lation, but it produces barely one quarter of the total volume of agri- 
cultural produce. 

Trade by itself is no solution to this problem, and the trade liberali- 
zation which has actually taken place has even tended to perpetuate, if 
not widen, this inequality. West-European trade liberalization if unac- 
companied by any concerted development policy, may in the end come 
to stand out as a repetition, on the wider European scene, ol the hanv 
pering of industrial growth in southern Italy begun by the unification 
of that country almost a hundred years ago.^’' 

Equality of opportunity is also a question of the labor market. In 
the industrialized Northwest-European countries unemployment has 
almost been abolished and in many of these countries tlierc h^s been for 
a long time overfull employment with an acute scarcity of labor. Mean- 
while unemployment, open and disguised, has been increasing so very 
much in Soutliern Europe that for the region as a whole the unemploy- 
ment level has until recently not been very much lower than in the 
blighted thirties.® 

Equality of opportunity also concerns the disposal of capital. In a 
Europe which was really moving towards integration, the southern 
countries should have had at their disposal some ol the capital which 
the richer countries of the region kept for themselves. To step up Greek 
gross capital formation by 50 per cent would take only 0.25 per cent of 
th(* total resources used for investment in Western Europe, or 3 per cent 
of gross investment in Sweden, which has about the same population as 
Greece, The explanation of why capital has not been moving to the less- 
developed countries in the region is not only the richer countries’ control 
over capital export but primarily that investments there are considered 
poor risks. But economic integration in a region, as in an individual 
country, assumes making sacrifices in the common interest. 

Now it must, of cour.se, be realized that the basis of solidarity and 
belongingness among people in this group of nations of Western Europe 
is for the time being not firm enough to pennit them to think in terms 
of a common development, to shoulder an effective attack on the problem 
of inequality, and to allow an unfreezing of the labor and capital markets. 
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The practical question is then what can be done to strengthen this 
psychological and ideological basis. 

I for one would definitely not want, in this crucial period of European 
history, to belong to the defeatists. Political leaders have always to some 
extent to accept prevailing attitudes. But the mark of great times has 
always been that the leaders have themselves reshaped the attitudes of 
their peoples and so changed the conditions lor practical policy. I be- 
lieve that our West-European nations have hitherto unexploited reserves 
of generosity and common sense — the issues are squarely brought home 
to the peoples. 


Lack of Popular vSupport 

Somehow, the appeals that can move nations have not been found. 
Official speeches and governmental and parliamentary publications have 
played up to the utmost tlie meager achievements and have profusely 
endorsed bigger things lor the future; this has, indeed, been the etiquette 
when making the stereotyped acknowledgements of American generosity. 
In addition to this, organized propaganda for economic integration in 
Western Europe has had big funds placed at its disposal — to a great 
extent paid, directly or indirectly, by American subsidies — and it has 
filled space in the newspapers, sponsored studies, issued booklets, and 
distributed posters; it has financed journeys and conferences and run 
exhibitions. 

“Movements’' have been started, but they have been confined largely 
to a small fraction of ideologists and to specialized politicians and govern- 
ment officials. They have never reached out to the peoples, and the 
courage has been lacking to attempt to change their attitudes on the 
material matters that are at stake. The propaganda has been kept on a 
most general plane and never laced the awkward practical issues. In fact, 
the deeper problems I have raised above have almost never been discussed. 

The basic commitments to economic integiation were, in the first 
instance, made by the West-European governments to the United States 
as a sort of counterpart to American aid and only incidentally to each 
other. Moreover, the big plans and the splashy appeals were usually 
aimed not at Western Europe but at the Amei ican public and the Ameri- 
can Congress. This — from the point of view of popular effects in Western 
Europe — was a deviation from the straight line and was bound to l>e of 
fateful significance. There was continuously during these years some 
decision to be taken by the American Congress that could be influenced 
one way or another, and this was the most important concern of the 
moment. 

The programing was a programing for receiving American aid This 
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concern spread even to the economists, who were tempted to feel a 
higher responsibility, a higher loyalty, than the simple one of relentless 
truth-seeking and unhesitating frankness in making public their findings. 
Such intentions had their effect on what was actually proposed. The 
proposals were often explained — privately and sometimes publicly — as 
necessary means of stirring up American public opinion and winning 
approval for the various aid appeals. It is difficult to believe that realistic 
European economic statesmen could have been moved in 1947 to start 
work on a European customs union if it had not been so motivated. The 
plan worked wonders in America but product^d no results in Europe. 

In this period I used to warn my European blends that they issued bills 
of exchange to the American nation which would subsequently have 
to be met by cash or bankruptcy. I was mistaken. The plans and the com- 
mitments were conveniently removed from the headlines and left in 
oblivion when little came out of them. The explanation is that the 
American administration, and all good Americans who wanted to keep 
their nation aiding Western Europe, had the identical interest of in- 
fluencing and molding the American public and the American Congress. 
But 1 should add that the Americans, being farther from the European 
scene and looking on our matters from the viewpoint of ihcii larger 
entity, were, understandably, more conditioned in advance tc^ believe in 
the feasibility of plans for integration and to do so wholeheartedly and 
honestly. 

For a long time France was particularly prominent as the origin of 
inspired suggestions for economic integration. French patriots felt con- 
vinced that the only way to solve France’s intractable internal problems 
was to create a wider unity within which more general solutions would 
impose solutions to the French problems. Admittedly, the hold of this 
argument over a wide circle of French intellectuals is largely explained 
by the glorious tradition in France of meeting with open enthusiasm 
great, general, and generous ideas. Nonetheless the question is whether 
that particular idea was not escapism. Given the limited ability of French 
economic interests to merge their identities within their own country, 
it seems hardly likely that they would agree to integration in a wider 
social and economic unit. 

I am old-fashioned enough to believe, for instance, that a reasonable 
degree of internal monetary stability in individual countries is a con- 
dition for the success of a larger union. It can also be put negatively: 
the failure to enforce internal financial stability is as fatal to effective 
international cooperation as it is to national planning. In w'atching over 
tlie years so many French attempts — and similar attempts in other 
countries — to forget their own wwrics at home by indulging in bold 
schemes for W^est-European integration, I have often been reminded of a 
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famous literary quarrel in Sweden a little more than a hundred years 
ago, stemming from a review which had stated: "Admittedly, every 
single poem is weak, but the collection may be a success-" This repre- 
sents an excess of faith in integration. 

One consequence of the implicit address to far-off America of so much 
of the planning for economic integration in Western Europe during these 
years, and of the origins of so much of it in national escapism, was, of 
course, that it became largely irrelevant to actual conditions in our part 
of the world and to the practical possibilities that existed here. It did not 
grow, as successful political solutions usually do, from our established 
practices and from worries about the actual economic and social organi- 
zation of our society, but descended as a body of strange and abstract 
ideas from another world. The ideas were discussed in that context by 
some intellectuals, but they neither reached down to the peoples, nor 
induced them to change their basic attiiiidcs to each other; in particu- 
lar they did little to encourage a readiness to accept the consequences 
of solidarity and to share each other’s burdens. This turned out to be 
the weakness of the schemes when they faced political reality. 

This particular weakness on the psychological level — the attempt to 
inaugurate international cooperation without bothering to establish a 
basis of solidarity — cannot, of course, be solved by political artifices and 
legal constitutions of superstates, least of all in a democratic milieu like 
that of Western Europe. The situation ran certainly not be compared 
with the national situations that preceded the German Zolluerein and 
Reich or the unification of Italy, whether for Western Ehirope as a 
whole or for "little Ehirope." The idea of overcoming practical difficul- 
ties by trying something much bolder and even more difficult is, like 
all exaggerated gallantry, attractive but unrewarding. 

Lessons 

And so our iniegiation problem is still unsolved. I mentioned in the 
beginning of this chapter the spread ol a certain weary skepticism, whuh 
ir a not unnatural result of the experiences of recent years. But such 
skepticism springs from a weak mind’s reaction to adversity. In history 
failure is never final, if it is nut accepted as such in advance. 

But we should certainly try to learn someihing from our experiences. 
They suggest that the institutional setting in Westein Einope requires a 
very empirical approach to the practical problems of economic integra- 
tion. We have to find specific solutions to specific prolderns. We should 
learn above all that economic integration in Western Europe cannot be 
accomplished by the "big solutions" of recent years, by spelling out 
catchwords into political edicts. 
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There is another danger in using big words in the way in which we 
have for some time become accustomed. The habit of measuring every- 
thing in terms of whether or not it “solves the problem of Europe” has 
caused us to underestimate the importance of a large amount of practical, 
detailed work continuously carried out in many intergovernmental and 
nongovernmental organizations. Unnoticed by the big publicity ma- 
chines, modest results have been reached in a large number of technical 
projects which, measured by any historical standards, have meant some 
real progress towards a closer integration of Europe, though in limited 
fields. 

‘ On that technical level much is accomplished every year and every 
month: little by little it can help to turn the tide from increased autarky 
towards internationalism. Much more could be accomplished if some of 
the energy released by the collapse of now frustrated plans could be made 
available for these practical tasks. There is a chance, to take one im- 
portant example, for the Coal and Steel Community, if it survives effec- 
tively, to do a real and much-needed job on this technical level, and not 
simply to be the catalyst for schemes of a European superstate. 

We shall have to recognize also that, as always, social changes must 
proceed simultaneously with, and indeed be a little ahead of, economic 
changes, and also that fundamental changes in a society are » time-con- 
suming process. The practical task we are faced with is actually nothing 
less than changing people's attitudes. ITercfore, we will have to turn 
not to America, but to the peoples of Europe and speak in terms of their 
worries and hopes, their ideals and their interests. In the last resort 
it is they who will decide — as, in fact, they have done up till now — how 
far and how fast West-European integration will be allowed to go. 


Irritations Bkitvetn Western Europe and the United States 

It should be dear from the analysis above that I lay the main responsi- 
bility for the failure of the strivings towards West-European economic 
integration on the European politicians. 

In my view, the Americans are much less to be blamed. If the Ameri- 
can people and the American Congress had grossly superficial ideas 
about what West-European integration really implied, its particular 
difficulties, and the rational means to oveicome them, and if under these 
circumstances they often pressed for the vvrong policies and opposed the 
right ones, this is not to be wondered at. It should have been up to the 
Europeans to furnish the deeper and more realistic insights into their 
own problems, instead of trying, as they often did, to adjust their think- 
ing to what the Americans expected. The Americans ran also be criti- 
cized for having forgotten that whatever good reasons there are for 
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West-European economic integration apply also to the wider Atlantic 
community and should have had consequences for their own economic 
policies which, except for the aid. remained ultranaiionalistic. But the 
United States is a much bigger and stronger entity and can easily afford 
much more economic autarky, without great costs for itself. 

For a time the United States provided considerable capital assistance, 
which was intended not only to tide Western Europe over the acute post- 
war emergencies, but also to facilitate a determined move towards eco- 
nomic integration. Instead, Western Europe used it exclusively for 
national consolidation, contrary to American advice. 

The American advice was actually in the beginning given in consider- 
ate terms. The standing instruction from the United States Government 
to their officials in Western Europe was not to impose themselves but 
leave to the West-European governments the responsibility for w^orkiug 
out the plans and reaching the seitiements; their function should be to 
give their backing to every positi\e and construe ti\e effort and to explore 
the possibilities for the United States to give its material support. Dur- 
ing the initial years of the European Recovery Program it was, indeed, 
a very remarkable group of competent and devoted Americans from many 
walks of life who iclt the challenge of this task. I used to say, and I see 
no reason now to withdraw it, that among the best Europeans were 
some of the American officials who had come to understand our situatiem 
thoroughly and to identify thunselves with our \ allies and aspirations. 

As a matter of fact, it was mainly at a later stage that a tendency de- 
veloped on the American side to interfere in the economic policies of 
West-European countric^s somewhat more actively and not always wisely. 
This tendency should, however, be easily understandahJe in the light 
of the lack of progress made with West-European integration. By that 
time economic aid w^as being increasingly rcplacc'd by military aid, with a 
c'onsccjijcnt additional strain on West-European countries’ own budgets; 
the interest in rearmament in Western Europe s])read beyond Europe 
and even farther than did interest in its economic rccc^very. I'he political 
basis for this tendency to adjustment of American diplomatic methods 
was therefore weak and nothing very' much came out of it. 

I have already commented on how the iniciesi in securing American 
financial aid distorted West-Eu;u]iean planning lor economic integration. 
From the beginning it vs^as also easy to foresee the complicated and 
unfortunate psychological results of that aid. Unilateral handouts of 
large sums from one nation to a number of other independemt nations 
imply a most unusual relationship betwec:n the Joncjr nation and the 
recipients which, w'ithout much more human solidarity than exists now, 
was bound to end in a certain amount of mutual irritation. It is, indeed, 
indicative that the two countries that could abstain from civilian as 
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well as military American aid, Sweden and Switzerland, are probably also 
the ones where there is now least anti-American feeling among the 
public. 

On the European side, the frustration of the widely publicized integra- 
tion goals gave a further spur to just that type of displaced aggression 
that we have witnessed and that vaguely and irrationally puts the 
blame for wliat went wrong on the Americans instead of on ourselves. 
On the American side, the same frustration tended to encourage those 
primitive nationalistic forces that have always felt that the West- Euro 
pean governments should be told in no uncertain terms what they 
should, or should not, do. Had it not gone so deeply against American 
political phiJosphy, the increasing coldness of popular response in 
Euroj)e might have tempted the Americans to court even greater dangers 
in making arrangements with sometimes shaky and unrepresentative 
West-Furopcan governments without paying much attention to public 
opinion in those countries. 

Psychologically and politically, the idea that Western Europe could 
be integrated under “American leadership'* — with the stimulation of 
carelully apportioned American gilts, determined after compromise 
decisions in the standing committees of the United States Congress and 
provided with ingenious riders to sanction moie specific giiidance — is, 
of course, preposterous. For combating the spreading irrational anti- 
Americanism in Europe, it is important to emphasize that it is nothing 
else, and can be nothing else, than a red herring. It could, of course, 
never work for any length of time as long as Western European coun 
tries are democracies that carefully watch their own politicians. 

In a democracy, effective initiative must spring Irom the home ground. 
There are, indeed, narrow limits to the amount of direction that inde- 
pendent nations, even the poorest, are prepared to accept from a lorcign 
government, however tactful — and the limits are even more confined 
when, as is true of most of Western Europe, the nations are not really so 
destitute. 

In these circumstances, the recent gradual withdrawal by the United 
States from participation in European economic affairs has been a natural 
development. The ending of both American aid and American political 
pressure is becoming the mutually accepted basis for economic relations 
between the United Slates and Western Europe. At the same lime the 
West-Europeans feel increasingly free to urge, in the oj)posite direction, 
that the United States should undertake a really substantial trade liberal- 
ization at home, if that were politically feasible — which, however, as 
I have pointed out in the last chapter, does not seem to be the case. 

In the meantime, wc in Western Europe have an urgent duty to carry 
out the type of simple psychoanalysis necessary to dispel the complex 
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of displaced aggression that has been turned against the Americans. We 
should recognize that we have only ourselves to blame for our failures 
in economic integration. Wc should also drop the illusion that interna- 
tional integration can serve as a substitute for reforms at home and 
understand that it can only be built on sound financial and other 
policies in the several countries. We should, further, appreciate the 
necessity of going deeper in our analysis of what economic integration 
really requires of us. Above all, we should begin to lay the basis more 
firmly in all our countries by developing greater international social soli- 
darity, without which ail efforts towards economic integration will 
come to naught. 


An Optimistic Conclusion 

J am well aware that this is an optimistic view, ns I do not consider 
failure as final. 

It .should also be some consolation to remember the reservation made 
above that international economic integration is not the only, and per- 
haps often not the most important, factor in productivity. As J pointed 
out, the large-scale Marshall aid did not contribute towards the economic 
integration of Western Europe, but it pioinoted very eflectivcly the 
national integration of the separate states in Western Europe. This 
capital influx from America, together with Western Europe’s own ex- 
ertions and the favorable business climate in ibe posiwai era, acTom- 
panied by an appreciable inflationary jsres.sure, enabled almost all of 
those countries to maintain a high level of investment and employment 
and to raise production substantiallv. 

National expansion is a condition tor renewed and strengthened efforts 
toward international integration. Even if our s! risings for West Euro- 
pean integration were directed less superficially and in the more practi- 
cal manner projMsed here, they would liavc little chance ol real success 
in the absence of a general milieu of expanding ptoduciion and rising 
living standards. Economic stagnation, or even a low rate of expansion, 
would inevitably imply a new sjmr to the autarkic tendencies that 
have been at work for several decades. 



CHAPTER VI 


International Payments 


A Lost Social Automatism 

The gold standard before 1914 was essentially a sterling standard — 
tied to gold — managed by the Bank of England, which acted as a sort 
of trUvStce tor all the members of the gold standard club. It was never a 
completely universal system and its history reveals many limitations 
and temporary setbacks; but to tlic considerable extent to which it did 
function it was founded upoti two types of economic facts. • 

To the one type belonged, first, Britain’s dominating position both 
in world trade and in the international capital market, the relatively 
large share in the national product of its foreign trade and lending 
and, more generally, its fairly consistent liberal commercial and finan- 
cial policies. Second, there was the multilateral pattern of international 
trade, which in part was a result of this international monetary system 
and ol the inllucnce ol Britain’s coininertial and financial policies and 
which, in spite of the large and rapid changes ol economic relations in 
the highly dynamic period before the First World War. was continuously 
maintained. 

In this first type of economi<’ fact we find an explanation for the 
absence of a general sterling shortage in this period comparable to the 
dollar shortage which jireceded and followed the Second World War, 
Stated another way, the present dollar problem is largely due to the 
fact that the economy of the United States is not like that of Britain in 
the nineteenth century and that the United States does not follow today 
the commercial and financial policies that Britain then did. However, 
not only is America now unlike Britain then. The whole world position 
has changed. 

To the second type of economic fact belong aspects of the political 
and psychological climate, resulting in the readiness of all the par- 
ticipating countries — with Britain as leader — to obey the implicit rules 
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of the system. A high degree of automatism was required for its proper 
functioning. 

Through the working of the monetary mechanism in the several 
countries, primary changes in the international payments situation were 
to be transformed into secondary changes in production, employment, 
prices, wages, consumption, trade, and capital movements. In this way 
international payments equilibrium at the prevailing rates of exchange, 
as fixed in relation to gold, would be preserved. This implied for a large 
part the absence of “monetary policy” in the adhering countries and 
assumed, in particular, that central banking was kept outside national 
“politics.” 

Like all social automatisms, the automatism of the gold standard 
was in the last analysis founded on certain commonly observed and un- 
questioned reaction patterns on the part of the institutions and social 
gioups actively involved in the operation of the mechanism — in this 
case primarily the central bankers — and certain equally unquestioned 
inhibitions on the part of goveinments and parliaments. It is precisely 
for this reason that the gold standard, as we once knew it, can never 
be restored. There are irreversible processes in the field of social re- 
lations; and social automatisms, when once their spell is broken, can 
rarely be revived. Functioning adequate patterns of behavior and taboos, 
invested with common respect for “soundness,” are the result of histori- 
cal development. They represent a sort of social innocence which, once 
lost, never returns. 

Since the development of the national economic polities described 
in Chapter III, w'hich were pushed for four decades by inlernational 
crises of various kinds, no country is any longer prepared to permit its 
internal business situation to be determined by auiomaiic reflexes to de- 
velopments outside its boundaries. All countries aie committed to preserve 
stable markets and “full employment.” This implies, among other things 
— and contrary to the rules of the gold standau’ — the pursuit of a con 
sistent national monetary policy. No country is in a position to pay 
the price for equilibrium in its foreign exchange relations that an auto- 
matic international monetary system of the gold standard lype would 
require. 

This would not exclude, however, agreements bctvvccn goveinments, 
aimed at reaching a maximum degree of exchange stability by means of 
an international synchronization of these national monetary policies. 
Since, according to both theory and experience^ changes in the business 
climate tend broadly to go in the same direction in all countries, rational 
monetary policies would also be fairly similar, and a synchronization 
would be more feasible. 

Individual countries are, however, differently affected by changes 
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in the general business climate; some disturbances have also specific 
causes as, for instance, crop failure or changes in the relative supply 
and demand situation of a nationally important commodity. The syn- 
chronization of national monetary policies would, therefore, have to be 
supplemented by a system of agreed measures for tiding over exchange 
transferences. In case of more lasting changes in the relative payments 
position of different countries rules for orderly and agreed changes in 
the exchange rates would also have to be given a place. 

Such agreements would thus not imply the abolition of national mone- 
tary and financial policies, which is out of the question, but rather their 
coordinaxion on an intergovernmental level. The creation of the Inter- 
national Monetary Fund was a bold ventuie and was intended to ac- 
complish such a deliberate international integration of national monetary 
policies. It was to be an agency for intergovernmental determination of 
exchange rates and at the same time for performing certain fuir:tions of 
a central bank of the central banks. Its courses of action were to follow 
rules decided upon by the consensus of national governments. Until 
now it has only been operating on a token basis, but there is no reason 
why it should not gradually take on its intended role, if payments re- 
lations reach greater stability. 

Quantitative Conitiols 

In the years since the war all sorts of national restrictions on inter- 
national trade and payments have been necessary in order to preserve 
short-term exchange equilibrium and, in face of the common dollar 
shortage, these controls have generally been discriminatoiy. The im- 
portant point is that, on the whole, this particular kind of intervention 
in the operation of the price mechanism has not been primarily moti- 
vated by broad purposes of national planning but has had a myopic 
focus on foreign exchange difficulties. 

State regulation in this sphere has had the character of things the 
governments were compelled to do lather than of things they chose to 
do. To the administrations, the business world, and the general public 
this entire system of trade and exchange restrictions has proved cumber- 
some and irrational. It creates unearned profits, by conlening special 
advantages on those receiving import or foreign exchange pennits, and 
thus lends itself to corruption and lowers the moral stand^i^ds of busi- 
ness. It has unintended, haphazard and, therefore, undesiraole effects 
on production and trade. 

As they never formed part of a comprehensive and rational commer- 
cial policy, the measures taken were largely ad hoc and provisional. In 
no country was an attempt made to construct a rational system of 
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discriminatory trade and exchange restrictions, designed to be a per- 
manent part of its economic policy. The present regulations are the his- 
torical product ol improvisations and continuous adjustments, conceived 
in the half-heartedncss which stemmed from the conviction that they 
were ail bad anyhow and would sooner or later go. 

In all the industrially advanced countries the dominant theory has 
been that freedom from this type oi tiadc and payments restrictions was 
the goal to be attained as soon as possible. Meanwhile, however, valiant 
and partly successful efforts to reach international agreement on lowering 
tariffs and preserving the principle of nondiscrimination have forced 
governments to rely even more than they otherwise might on less de- 
sirable quantitative controls over trade and payments. 

Governments experiencing balance of payments difficulties after the 
war were similarly compelled to take a number of arui-inflationary 
measures. These internal controls were, in the first instantv„. largely 
direct controls over prices and distiibuiion and bore the same character 
of policies forced upon the govcrnriienis by teiiipoiary circunisiances 
rather than chosen by iheni as rational instruments for reaching positive 
j)olicy goals, and so they had unwanted and iiTatiorial effects on the 
iiaiioiial economics. 

As a matter of fact, the necessity of combating internal inflation by 
direct controls has probably been more responsible than anything else 
for the damage done to the idea of national economic planning in the 
postwar years: it diverted planning efforts into a kind of spread-out 
guerrilla warfare against the symptoms of inflation, absorbed the availa- 
ble admiriistrativc manpower, monopolized public attention, and, in 
the end, (liiiiinishcd j>opulaj suppoit ior economic planning, which was 
blamed foi a multitude of petty interferences with the individual’s eco- 
nomic frccdojii. One lesson from these postwar yeajs is that internal mone- 
tary balance attained l)y the gcjieral means of banking and fiscal policies 
is even nmre a necessary condition for national economic planning tlian 
it is for a policy of latssez faire. 1 might be permitted to add that I was an 
anti-inflationist at that time, too. 

The common experience of the irrationality and the undesirability 
from a purely national point of view of the quantitative controls over 
trade and payments and, likewise, of direct anii-inflatianaiy controls, 
forms the political basis for the strivings to reach an international system 
of payments which could dispense with them. In the absence of the social 
automatism of the gold standard, whkh cannot be restored, elements 
of quasi-automatism will have to be deliberately introduced and volun- 
tarily adhered to by governments and recognized as policies that are 
rational from the national point of view. 
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Hopes of Reaching Convertibility 


In the last three years international payments relations seem to have 
been approaching something like an equilibrium. The improvement 
in Western Europe's balance of payments, as reflected in the rise in gold 
and dollar holdings, has, however, a fortuitous base. 

It was, in the beginning, partly due to a combination of circumstances. 
On the one hand, there was the high and generally rising business ac- 
tivity in the United States, accompanied by a lively import demand. 
On the other hand, there was a considerable slackening in the tempo of 
economic development in most West-European countries, with conse- 
quent effects on their import demands. A higher level of agricultural 
production contributed to the saving of imports from America, as did a 
rising trend of imports of ‘'dollar goods” from other regions, not least 
from the colonies and dependencies of some of the Wcst-Europcan coun- 
tries. The more recent recession in the United States did not have serious 
repercussions on European exchange reserves, partly because the general 
level of domestic and import prices in the United States remained faiily 
stable. The economies of many European countries had meanwhile re- 
sumed a rising trend of production; the import demands ftoiu non- 
dollar areas have been on a high level, compensating lor the decrease in 
exports to the United States.^ • 

There have been none of the speculative capital flights from West- 
European countries which so aggravated the exchange situation in 
1949. The main explanation for this difference is, of course, the lact 
that this time the West-European currencies showed strength, and noth- 
ing succeeds like success. This strength was based not only on the factors 
in the trade field already hinted at but also on some other developments. 
For one thing the widely publicized prospect of early convert ibility 
tended by itself to turn speculation into support; the governments, there- 
fore, had an interest in nurturing this expectancy and did so continu- 
ously.2 Furthermore, just as a strong motive for capital flight from 
Western Europe in earlier years had undoubtedly been the fear of war, 
so the spreading feeling in Europe that the risk of an imminent war was 
diminishing probably also played its role.^ Whether this continuing im- 
provement in the political climate is of any permanence is difficult to 
judge. 

The precariousness of the improved balance of payments becomes, 
however, even more evident when we account for two basic facts in the 
situation. One is that the United States is continuously making available 
considerable sums of dollars outside the normal course of business. As 
direct aid from the United States has declined, there has been an increase 
in American military expenditure abroad. There are no certain signs 
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that as a result of changes in the basic political situation, in the strategic 
plans for a possible war, or in military technique this expenditure will 
decrease substantially in the near future, but it would, of course, be 
hazardous to count on American military aid on this massive scale as a 
permanent feature of America’s financial relations with the outside 
world. 

The second tact is that, even after the not inconsiderable relaxation in 
West-European countries of trade and payments restrictions, there re- 
mains a hard core of limitations on purchases from the dollar area. The 
whole trade liberalization scheme under the aegis of the European Pay- 
ments Union implies a mutual protection of markets and concerted 
discrimination against dollar goods, as docs also the organization of the 
sterling area. 

Taking into account both of these facts. Professor Donald McDougall 
recently stated in an analysis of the dollar problem that “there is still 
a real underlying gap of, shall we say, ‘a good many billions of dollars.’ 
The gap is certainly much smaller than it was seven or eight years ago. 
Rut it is still uncomfortably large and it would be a grave mistake 
to think that it could be at all easily closed by devaluation or deflation 
or in any other way, without risking other serious diffiadtics.”'* 

A factor strengthening Western Europe’s payments [losition during 
these last several years has been the favorable development of its terms 
of trade; but this change has conesjiondingly weakened the payments 
position of the underdeveloped raw-inaterial-exporiing countries. The 
international payments problem has, hovvx’ver, always been dealt wdih 
as a reserve ol the industrially advanced and nationally iniegraied coun- 
tries, and it is they who will decide the convertibility issue among them- 
selves, The rest of the wwld wdll have to remain fairly passive aiid adjust 
itself in one way or another to the solutions that are adojited. J revert 
to the special problems of the l idcidcvelopcd countries in Chapter XI II. 

The Morf Basic Problem 

I have already pointed to the important political fact that ad govern- 
ments would like — and for good reasouo — to be in a position to dispense 
with quantitative controls ovti ntcrnatioiial trade and payments. The 
recent improvement of the balance of payments for West-European 
countries has therefore caused government ofhcials in most of their capi- 
tals to come out in favor of an early return to convertibility; there was 
no risk in doing so, as this expectancy could only strengthen their cur- 
rencies. Against the background of our summary analysis of the situation 
above, however, we should not be surprised that the time considered 
appropriate for the big change to convertibility is continuously being 
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put off. Nor will it be astonishing should convertibility, if and when it 
is restored, still be subject to a number of qualifications. 

In most countries, for instance, control over capital movements can 
scarcely be abolished, and this will necessitate controls and restrictions 
also over commercial payments.'* Further, currency convertibility will 
not necessarily bring freer (rade; on the contrary, even stricter controls 
on trade may be needed to defend it, at least for a time. Theoretically 
there is no inherent contradiction in a policy of introducing currency 
convertibility without removing any of the discriminatory trade restric- 
tions against dollar goods, and it would undoubtedly have some useful 
effects. Politically, however, there is a consensus that convertibility should 
be accompanied by trade liberalization; this will also tend to put off 
still further the day w'hcti it can be achieved. 

The favorable development in recent years, whicli has enabled many 
industrially advanced countries outside the dollar area considerably to 
liberalize their imports from the United States as well as from other 
countries within the dollar area, while at the same time strengthening 
their exchange ieseivcs. has been, as J pointed out, the outcome of a 
singularly happy cc^nsiellation of short-term changes. Even in the short 
nin the further course of events is by no means sure to be a continuation 
of progress tow^aids freer trade and eventual convertibility. \4^ithout mak- 
ing any prediction 1 would simply point out that the recovet y from the 
recent recession in the United Slater, which seems now well under way, 
and its possible development , into a real business boom, may well 
strengthen the inflationary forces which arc visible in North-Western 
Europe, as w^Il as in Australia and New Zealand. This, in its (urn, could 
easily weaken the exchange positions of these countries, particularly if 
import demands fiom the underdeveloped counliies slackened. In the 
end, thc.se countries would then be compelled to reverse their recent 
policy of trade liberalization, and the prosfrect of early convertibility 
would again disappear for the time into the distant horizon. 

The bigger prohlem involved is wdethcr such changes in the world 
trading system are now taking place, and whether they are of a sufficiently 
permanent, natures to restore a more reliable multilateral payments equi- 
librium and to wipe out for goed the dollar gap. 

In the longcn- run, the degree to which West-European countries will 
be able to adhere to an international system of freer payments with a 
minimum of discriminatory trade restrictions will depend upon how far 
their exports can competes in America and the rest of the w^orld and how 
far they can diminish their dependence on dollar imports by increasing 
their trade with other areas and their domestic production in certain 
lines. 

The unlikelihood, referred to in Chapter IV, of the United States 
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substantially lowering its protective import barriers certainly darkens 
the prospects of a really large increase in West-European countries' ex- 
ports to the dollar world. 

The political East-West split and the shrinkage of trade with the 
Soviet orbit, which will be discussed in Chapter X, has from this 
point of view been a costly blocking ot one important trade avenue. 
Meanwhile, United States exports to other “third” countries — backed 
by rapidly rising productivity levels and by short- and niedium-temi credit 
facilities and many other advantages — represent a formidable competi- 
tion to European exporters. In this situation a large part of the solution 
will have to be sought in increased self-suffuiency of West-European 
countries. A decrease in dollar imports of food and raw materials — 
Western Europe still imports from the dollar area some 30 per cent of 
the cereals consumed and 40 per cent of cotton — and a substitution of 
domestically manufactured goods for imported ones will be iinpoiiant 
policy goals. 

Another of the hca\y odds against the restoration of a reliable inter- 
national payments system is the decline of the intei national capital 
market and the small chances of its eflectiw resuscitation, a problem 
upon vhich 1 comment hirther in Chapter VIII. I think it no exaggera- 
tion to say that no econotnist oi the earlier generation would have 
gi\'en any chance whatsoever to an inici national payments system — 
without discriminatory interferences in trade — under presently prevailing 
and foreseeable conditions for long-term capital movements. 

lie would, however, have felt even more ap[>rehensive aboiii the spec- 
ulative short-term capital market. Suice the beginning of the thirties, 
short-term capital movements fiave almost completely abandoned their 
old role of contributing towards equilibrium and stability. As Professor 
Arthur J. lilooinfielcl points out, “bc»(h speculative and flight move- 
ments in tlic: post-war period aa\e been piedominantly oi the disequi- 
librating variety in that they have character isticaily accentuated rather 
than moderated balance-oi-paymcnts disequilibrium.”^^ It is true, as 1 
mentioned, that during the recent recession in America speculaiive 
capital movements did not play hav'^x' wiih the European exchange 
reserves as tliey did in 1919, but this single experience dc:>es not permit 
the conclusion that we arc baU. in the good old days. 

Since 1931, and still more since 1914, speculative international capital 
movements have changed their character: capital is now not so much 
moving to cash in on margiiiaJ gains as to avoid the risk of heavy losses. 
The political insecurity prevailing in many parts oi the world after the 
second World War, the fear of inflation and of other inimical domestic 
developments, and the high rates of direct taxation in all advanced coun- 
tries have provided incentives to capital flight in an undesirable direc- 
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tion. None of these new causes seems to be of a passing nature; as long 
as the capital floating between countries is largely moving under the 
influence of these new incentives, it is difficult to rely on the short term 
capital market as a force working towards stability. 

The prevention of capital flight and speculative capital movements 
in undesirable directions is, indeed, a primary reason for exchange con- 
trol, although it has gradually been used for many other purposes as 
well. Professor Richard B. Bissel, Jr. — who, from his association with 
the European Recovery Program has recent experience of the problem 
— has stressed that “even the most efficient exchange controls in the 
world can only slow down and cannot halt the flow of capital across the 
exchanges when the incentives for selling one currency and buying 
another are strong enough.’’^ But even if the control is not perfect, 
few countries are prepared to open the sluices wide. To keep them 
closed to capital flight and to speculative movements adverse to the 
official aims, but open to capital movements in the interest of stability, 
and to keep up and increase the flow of this latter type of capital move- 
ment will, however, be a most difficult achievement. 

Certainly, the peculiar character and strength of the new distorting 
motives behind capital movements greatly enhance the need for re- 
serves when countries arc trying to revert to a freer systenvof payments. 
But for that very reason it is doubtful whether any practicable increase 
in reserves would be able to cure this illness of the capital market. It 
is assumed, of course, that the reserves were really utilized exclusively 
for stabilization purposes and were not turned simply' into additional 
aid rapidly exhausted to cover a passing period’s dollar shortage. 

The almost total suppression of the international migiation of labor, 
upon which I comment in Chapter VII, and the virtual certainty that 
we shall not see a great change in the near future, must also have effects 
in counteracting any development towards international economic sta- 
bilization, even if it is somewhat more difficult to judge how compara- 
tively important this factor is for trade and payments eejuilibrium. 
Though he never developed his thoughts in writing, I remember very 
well that Gustav Cassel looked upon the inauguration of United Stares 
immigration bars after the First World War as a most sinister cause of 
long-term world disequilibrium.® 

It should, perhaps, be added that the experience of 1949 demonstrated 
that a large and sudden devaluation of the currency in welfare states of 
the West-Europcan type is neither a wholesome nor an efficient means 
of curing a structural disequilibrium in trade and payments. Moreover, 
if it is not a part of a whole complex of other policy measures, it tends 
to have only temporary effects and can, in no event, be repeated often. This 
does not, of course, mean that adjustments of unrealistic exchange rates, 
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or even the institution of flexible exchange rates, might not be useful 
as part of a wider effort towards currency convertibility. 

International Measures for Business Stabilization 

Apart from the question of structural and long-term adjustments, 
business fluctuations are, of course, a crucial difficulty to be faced by any 
scheme for freeing payments and trade. In the present world an interna- 
tional monetary system needs a prepared set of agreed measures to coun- 
teract general business fluctuations by concerted action and, in particular, 
to prevent the spread and deepening of depressions. If it is not equipped 
in this way, steps to convertibility and trade liberalization will only be 
taken with mental reservations. 

The highly industrialized countries, which are the main participants 
in the discussions and decisions on the convertibility issue, have enjoyed 
an unusually long perod of full employment. I'he basi'^ of the protracted 
postwar boom is again composed of rather fortuitous elements: among 
them rearmament and, in Western Europe, large-scale American assis- 
tance and — more recently — heavy orders for so-called “off-shore procure- 
ment’' and other military expenditures. In these circumstances, the re- 
sponsibility of all our governments to preserve full emj)loyment has 
naturally tended to lo^c prominence in the public eye; but any new threat 
of mass unemployment would see this issue move again inro the fore- 
ground. Meanwhile, the organization of the labor market, the perfection 
of social security and, indeed, practically all economic policies in the 
welfare state, have made the internal cost and j)ricc structure ever less 
adjustable to outside ' ranges. 

Professor Robert Triffin, commenting upon the continuation and 
even acceleration which he experts of the recent progress toward currency 
transferability and trade libeiaiization, is cautious to characterize such 
goals as “fair weather objectives which can only be pressed forward in 
an environment of high economic activity and employment,’’^ and adds: 
'‘In times of depression, each nation will almost inevitably resort again 
to trade restrictions and currency incor.vertibility in an effort to insulate 
its own economy from external deflationary pressures. These policies 
cannot be successful in the end, as each countiy’s actions tend to aggra- 
vate the difficulties of others, widening and deepening the contractionist 
tendencies at work. National anti-depression policies of this character 
have always proved in the past one of the main factors in the spread 
and aggravation of international recessions.^^ This spiral can be broken 
only by collective arrangements giving operational meaning to the inter- 
dependence of the various countries' policies.’’ 

Laying the foundations lor effective international cooperation to 
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preserve full employment in the world at large was the dream of eco- 
nomic })lanners during the war. Their ideas, after many compromises, were 
embodied in the Brctton Woods Agreement. In the years immediately 
following the war many economists urged that the system of international 
organizations should be perfected by an agency for international busi- 
ness stabilization. 

In 1946, for instance, Professor Jacob Viner — arguing that, while 
general pledges had gone too far, sober and carefully thought-out 
planning had not gone far enough — proposed the creation of an Inter- 
national Employment Stabilization Fund.^* Similar proposals, though 
with greater stress on mechanical formulas, were made by the United 
Nations experts in National and International Measures for Full Em- 
ploymentp and again, in forms more realistically adjusted to the unfa- 
vorable political climate, by the group of experts who later restudied 
the problem. 

It should be clear that — secular trends apart — this problem of in- 
ternational cooperation to stabilize business and emplovinent conditions 
is the underlying and significant issue when a new international monetary 
system is discussed. The course of giadual iclaxation of payments and 
trade restrictions upon which we have now entered does not by itself 
inaugurate a new era of stability. It does not prevent bus^iness fluctua- 
tions, nor does it mitigate the impact of sudi fluctuations on pioduction, 
incomes, and employment in different countries. A real depression would 
bring back the need for all the present, and a number ol additional, 
quantitative controls. The highly integrated countries^ have so firmly 
established such internal aims and policies that this retreat to strict 
national controls over trade and payments would have the appearance 
of a necessity. 

Today we are far from the attainment of this kind of organized inter- 
national economic cooperation; it says much for the present political 
situation that the recent Randall Report hardly mentions it. The 
deeper reason for this gradual collapse of an idea which not long ago 
had almost unanimous support is, of course, that in the non-Soviet 
world of today the United States is, economically and financially, of 
such crucial and predominant importance. 

Developments in the United States are recognized as largely influencing 
changes in the business climate in all other countries, while the reverse 
does not apply, since the rest of the world is not such a large and single 
economic unit and since the United States economy is also much more 
self-contained. The financial burden implied in an international scheme 
for mitigating business cycles would also fall mainly on the United States. 
The whole purpose would be the creation of an international mechanism 
which, in case of a serious American depression, would distribute dollars 
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in a semi-automatic way to the outside world to make up for the fall in 
exports to the United States, 

It is quite understandable that, when it comes to the practical task of 
implementing such a scheme, the Americans cannot feel very enthusias- 
tic, since the idea is that they should underwrite an obligation to pro- 
vide dollars to the world if their efforts to stabilize iheir own economy 
are unsuccessful. The fact that the recent moderate recession in the 
United States did not have more disturbing effects on the world economy 
will strengthen this reluctance. 

At the same time, it should be equally understandable that the out- 
side world will continue to feel apprehensive. It would indeed be contrary 
to all tradition for the United States, without a prearranged and agreed 
obligation to do so, to react to a real business depression at home by 
making more dollar funds available abroad. This political fact naturally 
implies a serious defect from the point of view of international economic 
cooperation. In all countries it becomes important to be prepared to cope 
with the effects at home of an international depression, and the policies 
drawm up inevitably take on a nationalistic character. Naturally, trade 
and payments restrictions figure prominently in this armoi7 of national 
policies, 

I see no reason, however, why these restrictions should be preserved 
only because they might be needed later. With the experience we have 
behind us, we are fully capable of restoring them, if and when we should 
need to do so. It is true that if a convertibility experiment should fail, 
some time — and exchange reserves — will be lost, lending to throw the 
international system further off balance. P^en a fairly short period of 
relaxed restrictions v»otdd, however, have had favorable and cumulative 
effects in the contrary' direction. 

There is also the possibility that meanwhile the political climate 
might change, making possil ie concerted international action designed 
to enable well-integrated countries to adhere to .rade liheralization and 
convertibility with reasonable assurance that it can serve as a permanent 
national policy. If, nevertheless, the countries arc faced with the necessity 
of resuming a policy of stricter nation^^l controls over trade ana payments, 
there is the hope that the controls might then be constructed in a more 
rational manner than the on^ vve now have as a heritage from the de- 
pression of the thirties, the war, and the postwar dollar shortage. 

Degrees of “Financial Soundness” in Western Europe 

Western Europe, impoverished in so many respects by the Second 
World War and faced with tremendous problems of readjusting its 
foreign trade, yet steadfastly clinging to old aspirations of economic prog- 

G 
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ress, rising standards of living, and social welfare, has been going 
through a period of great internal financial weakness. 1 cannot escape 
the general feeling that — together with the rapid and continuous rise 
of productivity in the United States, its adherence to protectionistic poli- 
cies, and many othei things already referred to — this has been a basic 
causse ol the dollar shortage. 

I have much sympathy for the common feeling that at the bottom of 
the dollar problem has been the hard fact that we in Western Europe 
and in other industrialized countries outside the dollar area, as well as 
the peoples of the underdeveloped countries, have all been trying to 
maintain and improve standards of living and to invest in economic 
development at rates that could not be supported by our own j)roductive 
capacity. For many of the countries of Western Europe this period may 
now have reached its end. But it is stdl questionable whether wc are 
really reaching a level ol ‘'viability*' — to use a term popular in the early 
Marshall aid era— and whether we arc really engaged in restoring a 
world trade equilibrium. 

We arc now advising the underdeveloped countries — (juiie correctly — 
that they must (leaie capital from savings, directly or indirectly taken 
away from the low incomes of their povcity-stricken masses, if their 
development aspirations are not to be frustrated. We are w«ll aware of 
how desperately difficult it must be for these countries to follow that 
advice.^^ Clearly, if we were to apply in all honesty the haid value 
premise of international integrpition, wc would, in addition to giving 
such sound advice, also reach the conclusion that we should follow the 
same policies, turning Western Europe as soon as possible into a capital- 
exporting region. 

Large-scale investment to modernize its capital equipment and raise 
productivity is toiilinuously necessary for Western Europe's owm develop- 
ment, in the long run as much as in the short run. The rapid economic 
development both in tlie Soviet sphere and in America is likely to pro- 
vide an additional urgent reason for raising investment in the years 
to come. The southern part of the region is, furthermore, itself under- 
developed and is not putting to full use its human and natural resources; 
it needs more capital for development. 

From the point of view of international integration, however, West- 
European countries — which are incoinparalrly richer than the underde- 
veloped countries — should, in addition to the saving necessary for 
investment at home and in the region, make available a substantial 
surplus of capital for export to other regions. This would, indeed, not 
be irrational from their own point of view, as they would then also be 
able to compete more successfully with the United States in Latin Amer- 
ica and the Far East. By investing in the development of these countries 
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they could hope to lay the basis lor a more rapid attainment of a new 
and stable equilibriui based on multilateral trade, which would not 
leave them “in the backwater.” At the same time, a significant contri- 
bution would thus have been made towards a solution of the interna- 
tional payments problems. A partial restoration of the international 
capital market might be possible. 

There arc diflcrenccs of political climate within Northwestern Europe, 
but I fear that in most countries the tiirrying out of such an austere 
financial policy is beyond the realm of practical possibility. No political 
party depending upon popular support would stand for policies appro- 
priate to raising savings to the considerable extent rccpiircd and, at the 
same time, increasing business incentives so much that full employment 
w^oulcl be preserved by the utilization of the higher savings for higher 
investments at home and abroad. Even with a lower level of sa\iiigs, 
many of these countries often have to make some roinpromisc between 
full employment and monetaiy stability. 

It would not be a matter of relinquishing the welfare state; that 
is out of the question. The lifting of the horizon to a larger international 
economic solidarity would require a much greater solidarity at home 
also, and a stricter budgeting of incomes and resources. I do not believe 
that for the time being this is practical. 1 have raised the exacting value 
premise and chawn the st'vcie conclusion primarily to illustrate again 
how^ far we arc iirmi a real rccomiliation hclwceir the ideals of natronal 
and of international integration. The highest goal lor “financial sound- 
ness” even in most countries in richer Northwestern Europe that, for 
the time being, has any political praciicaiulity, is the prevention of such 
internal inflationarv pressures as wemid, in sjatc of continued capital 
autarky, throw their currencies out ol exchange balance with lUe dollar. 

My presentation has been focused on Western Europe's problems. 
Particularly in a situation wiiCre veery little capital will be forthcoming 
from either the Hnited States or the other industrially advanced coun- 
tries,^'’ the underdeveloped countries will almost of necessity be in 
foreign exchange difficulties, if they want to push on with their €c:onomic 
development. To this and related problems I shall return m Chapter 
XIII. 


Payments Only a Small Part of the Problem 

Ey themselves, intcniarionnl payments are only a small part of the 
problem of internacional economic integradon. In this chapter we have 
been dealing merely with symptoms, not with deeper causes, of interna- 
tional disintegration, and I have tried consistently to point this out by 
cross-references to other chapters. 
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Current discussion on international economic integration seriously 
misses the main points on three counts. First, it grossly exaggerates the 
importance of international economic relations among the small minority 
of industrially advanced countries, whereas the far greater and politically 
more important part of the problem concerns the economic development 
of the underdeveloped countries. Second, far too much of the discussion 
is devoted to trade, pushing to the background the equally important 
problems of factor movements, factor proportions, and factor remuner- 
ations. The much higher degree of international integration that once 
existed in this smaller part of the world was made possible to a large 
extent only because labor and capital moved more freely. 

Third, even the trade problem is too often dealt with Irom the limited 
viewpoint of the present inconvertibility of currencies and the quanti- 
tative trade and payments restrictions caused by payments difficulties. 
The trend to autarky has for long, however, had deeper causes, as was 
shown in Chapter IV. They would operate even if countries had no pay- 
ments difficulties; the United States provides an outstanding example. 

Undoubtedly, though, the payments difficulties end by being not 
merely symptoms but a factor that actually worsens the illness. Continu- 
ing for a period of years, they contribute to the instability of interna- 
tionai markets and so provide more reasons for a further dos^of economic 
autarky. Even when this was not the primary intention, they also build 
up new walls of protection— albeit temporary and uncertain— and be- 
hind these walls national investments and employment advance iti the 
ordinary way, with the result that often new j>ermancnt vested interests 
in protection grow up. In the cumulative process towards autarky they 
are thus not only effects but causes. The important political fact that 
all industrially advanced countries do want convertibility— in some 
fashion — and removal of those trade and payinents restrictions which 
exist merely because of payments difficulties, should naturally be ex- 
ploited to the utmost, and as soon as possible, in order not to give 
further force to this cumulative process. 

As to strategy, I would be inclined to agree with Mr. Roy Hanod 
that we should be prepared to accept the continuation of straight trade 
discrimination — even, if necessary, a temporal^ intensification of it — if 
that is the condition for an early attainment of some measure ol cur- 
rency convertibility; it could not fail to reduce eventually the need for 
trade discrimination. The following obsen^ation by Harrod is logically 
unobjectionable and relevant: “It is quite possible to have a world cur- 
rency despite an imbalance in the structure of trade and services; nay more, 
it is just when there is such an imbalance that a single world money 
may perform its most useful function. A general freedom of payments 
must surely ease adjustments and tend to shift trade towards a more 
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balanced pattern. It is, however, a political fact that what people 
have been led to expect is a return to convertibility concomitant with a 
substantial relaxation of trade restrictions. And such a change might 
have to wait for some time. 

Meanwhile, I believe we should be ready for a reform of the way in 
which trade discrimination is applied. If a general dollar shortage, even 
though not so apparent 'at the moment, is expected to be a continuing 
problem, accompanied by continuing discriminatory trade restrictions 
which themselves are motivated solely by considerations ol the foreign 
exchange balance, one other problem should nevertheless finally be 
tackled: the simplification and rationali/ation of the controls. Present 
trade and payments regulations are, as I pointed out, the result of an un- 
planned growth of ad hoc emergency measures. Their rationalization 
into a simpler and more purposive system, involving fewer unielateJ — 
and in their effects undesirable — cjuaniitative inrciferences with the 
working of the price mechanism, has undoubtedly been prevented in 
part by the unwillingness of governments to conceive of them as more 
permanent features of their economic policy. 

In this connection it is well to bear m mind that, as Professor John 
H. Williams has put it. “Non-discrimination under present circumstances 
may become a weapon throttling international trade: if countries cannot 
buy from us {i.c. the United States) they may not be permitted to buy 
from each other even though they have the money or the goods to buy 
with.”^’^ The European Payments Union, as an mstrument lor trade liber- 
alization in Europe, has, therefore, had its basis in a systematic discrimi- 
nation against the dollar area. The national policy measures by which 
this discrimination i'^ carried out can, however, undoubtedly be improved 
greatly. 

Instead of quantitative restrictions, a special— and perhaps flexible- 
ad valorem tariff on all Amei.caii goods could be considered, tor example. 
A wider and more rational grouping of nomdoll.ir countries lor mutual 
trade and payments liberalization could also be discussed. The transition 
from quantitative restrictions to more generalized trade discrimination 
can. of course, also be made to souie extent by mutual tariff reductions 
within a preferential system, as was Cxivisngcd in the so-called Strasbourg 
Plan, adopted by the Assemi of the Council of Europe m the fall of 
1952, and subsequently strongly endorsed by the recent Westminster 
Conference.^® 

The introduction of discriminatory tariffs and preferences would, of 
course, infringe upon the unconditional ipost-favored-nation clause. I he 
retreat from niuhdaieralism would, however, concern form more than 
substance — and, on balance, there would actually be more, and not less, 
multilateralism in such a system. If imports from the dollar area have 
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to be kept back by disaiminatory measures, the substitution of general 
nonquantitative measures for administrative and individual ones would 
equally be in the interest of the United States. In addition, as Harrod 
points out, if there is going to be discrimination it is important that it 
be as universal as possible. “A little all-round discrimination against 
dollar goods should serve to bring the paticrn of trade nearer to ideal 
equilibrium than would intense discrimination by some countries com- 
bined with no discrimination by others.”^^ 

Sucli arrangements assume, however, far-reaching international agree- 
ments and are probably not possible foi the time being. DilTerciii 
countries are in different trading positions. The difficulties of building 
up a joint scheme lor rationali/ation and simi)lification, however, should 
not stand in the way of individual states’ making a thorough overhaul 
of their own quantitati\e trade restrictions. 

There are, then, two possible refoinisi — rationali/ation and simplifica- 
tion of trade discrimination, as long as it is still needed: and the letinn 
at an approjjriate time to cuncncy convertibility^ tliough probably 
qualified in certain ways vSuch as with regard lo capital narisartions. 
Neither of these is outside practical possibilities. I’hey would have their 
significance in abolishing some symptomatic but aggravating factors — 
even though they would not work wonders in overcoming^ rhe deeper 
trend towards international disintegration. 



CHAPTER VII 


Labor Mobility 


1 ’hk Prk 1914 Era 

The era that came to an end with the Fiist World War had seen a 
big migration fiom Europe to pojnilatc the new continents and to form 
small stiongholds of white people in Africa and Asia. This emigration 
served as an outlet for surplus population in Europe, arising from a 
higher natural rate ol increase Irom «n‘ound the beginning of the ninC' 
tcenth century, when deatli rates wa^rc brought down by tlic gradual 
spread of elementary hygiene and biith rates still remained high. During 
this period emigration from the industiiali/ing Northwestern European 
countries was actually a movement closely paralitd to internal occupa- 
tional shifts from agricultine to industry and to migration irom rural 
to urban areas. 

As the nineteenth century moved to a close, the poorer and less pro- 
gressive countries in Europe— Southern and Eastern Europe and Russia 
— also becanie sources ol eniigialion, panicul.uiy to America. On the 
w^holc, other regions of the vvorld, the largest and most backward, con- 
tributed relatively tew migrants to the nv w coiAinciits One important 
cause of this was, of course, the color bar, which was operative even 
before it was written into the laws. 

Meanwhile, and to a greai ext- iit undc»' the protec tive wings of the 
British Empire, there was considerable migration within the n(3n>Euro- 
pean pcMjpIcs’ wwld. Indians itlcd in all the surrounding coumries and 
in British Africa and other British colonies and there was some move- 
ment also to such places as Dutch Guiana and the brcnch West Indies. 
While the Europeans had n}o\ed as free men for many generations, and 
long after the trade in Negru slaves Itad been abolished, this emigra- 
tion irom India was laigely made up oi "indentured labor which in- 
volved payment of a mortgage -loan on tlie emigrants’ bodies before they 
were free to move around and settle peimanently in their new homelands. 
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In later decades, however, they were followed by small numbers of com- 
mercial and professional people.^ Similarly, the Chinese fortified their 
positions in Malaya, Indonesia, Burma, Thailand, and other Asian 
countries. Many of them were traders and craftsmen, and assumed in 
some ways, though on a much larger scale, the position of the Jews in 
Central and Eastern Europe. 

In Europe, migration was free and streams of migrants flowed between 
most countries. Eastern Jews settled in London’s East End and built up 
Jewish settlements in many other West-European cities. German and 
Italian merchants and craftsmen moved in small numbers to many coun- 
tries. Swedish building workers in Stockholm took work in Christiania 
when trade was slack at home. Often they stayed on, married, had chil- 
dren, and became Norwegians. Young workers in the skilled crafts often 
traveled extensively in the old medieval tradition of imjrroving them- 
selves in their trades, or in order to increase their world experience, or 
just for fun. 


The Period Between the World Wars 

The First World War demarcates an abrupt end to this great era of 
relatively free mobility. That vicious instrument for statc^ control of 
subject citizens, the national passport, which until that time had been 
associated mainly with movements within and out of Tsarist Russia and 
Ottoman Turkey, became increasingly a requisite for passing all fron- 
tiers.^ The possession of a passport was necessary for a citizen to get out 
of a country as well as for a foreigner to get in. 

The institution of passjmrts is important as an indication of a totally 
new regulative and restrictive attitude towards people’s movements. There 
was in old Russia a saying that man consisted of three parts — soul, body, 
and passport; we might be moving in that direction. As changes in re- 
spect to the controls of the individual’s international movements, like 
other fundamental social changes, occur gradually, step by step, and as 
the steps are synchronized with, and merged into, international and 
national crises of much greater consequence, the cumulated result in a 
new social situation, implying a change in civil rights, will hardly be 
noticed much. Its true import will, anyhow, not be appreciated, often 
not even by the social scientists who themselves arc participants in the 
society whose forms are changing. 

Throughout this new era of restrictions on international mobility the 
main impediments, however, have been immigration bars. America took 
the lead by passing the quota legislation of 1921 and 1924, aimed at 
severely cutting down the total number of immigrants, but above all at 
closing its doots to tliose from the backward countries of Southern and 
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Eastern Europe and elsewhere. The very heavy immigration from these 
areas during the decades before the First World War had created stresses 
and strains in many American cities, where the new immigrants settled 
in relatively isolated clusters. The immediate cause of the new legislation 
was the powerful upsurge of nationalism in the United States as a result 
of her participation in the First World War.® 

European countries followed close behind. They relied less on immigra- 
tion controls and more on a licensing system for the foreigner’s permission 
to work. Vested interests on the part of trade unions and professional 
organizations developed speedily, and these vested interests became more 
vocal as unemployment rose during the Great Depression. 7 ‘his licensing 
system gradually came very near to prohibiting international movements 
of labor in Europe. The liberals of that time were happy indeed when 
they succeeded, as they did, in legislating a hole in the protective wall 
around national employment in order to accommodate the stieam of 
political refugees from Fascism and Nazism. 

In Canada, Australia, New Zealand, and South Atrica the tendency 
between the two world wars was to use licensing rather than statutory 
quotas. As immigration was still considered per sc desirable and as British 
policy favored emigration to the Dominions, there was no apparent de- 
cline aftei tlie First World War in tlie numlrei of immigrants to these 
countries, except in Canada. True, in the ciuVier ihinies numbers fell 
considerably, but there was a revival in the latter part of the dtcadc. 
Both legislation and adininistiation, however, were aimed primarily at 
restricting immigration to British subjects and West-Europeans. 


Pf-ESENT 1’rfnds 

After the Second World War the situation remained on the whole 
unchanged. 

The war left a big refugee problem t'> settle. In Europe, two countries 
that were on the losing side, Finland and Western Gennany, have on 
the whole successfully taken care of most of their own refugees, who 
amounted to about lo per cent of ‘he total population in the one case 
and about 20 per cent in the other. Austria also assimilated .1 large group 
of German-speaking refugees, . ' hng about 5 per cent to her population. 
These are great national accomplishments, for which these countries 
have not generally been given the credit they deserve. In fact, though 
laboring under difficult circumstances, they succeeded in m.aking out of 
this abrupt and laige increase of their population a positive asset for 
development and a spur to economic progress. 

But besides the Germans and the Finns there remained a great number 
of refugees in Western Europe who for a large part had to be resettled 
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overseas. A great deal of work has been done to effect this resettlement. 
Under the auspices of the International Refugee Organization, and in- 
cluding those who were received by^West-European countries, altogether 
a million had been resettled by the end of 1951; very much smaller num- 
bers have since been resettled by the Inter-Governmental Cornmiltee 
for European Migration. Yet out of the one and a half million or so 
refugees in Western Europe, estimated to come within the mandate of 
the High Commissioner for Refugees, there still remain at least 350,000 
who cannot yet be considered as absorbed within the economy in which 
they at present live, and whose resettlement overseas is far from assured. 

There are refugees of non-European slock, to^^, such as Arabs from 
Israel in Jordan and other neighboring countries; they are kept alive 
and, indeed, are multiplying fruitfully, but even if they were prepared 
to move, no country outside the region would be prepared to take them. 
In the region itself there is such a lack of practical cooperation between 
the various Arab states that, in spite of political pressures from outside 
and the promises of capital aid, their settlement would have been very 
difficult to arrange even if Arab irn^dentism and the fear that the refugees 
would compromise their right to return had not blocked these efforts. 
There are Chinese in Hong Kong, who can stay on that ovcrcrowclcd 
island but have nowhere else to go if they do not want to return to China. 
To the nationalist Chinese who have lied to Formosa and with American 
aid built a bastion of resistance there against the Communist govern- 
ment, the know^ledge that there is no country — except China itself, under 
certain conditions — that would receive them if they had to leave, must 
be one of the most important gnawings at their morale. Generally speak- 
ing, the discussion of migration problems as raised by the existence of 
refugees has in practice been locused entirely on people of European 
origin, as it is evidently taken for granted that no country is prepared to 
receive imriiigrants of other ancestry. 

Overseas emigi'ation from Europe — even including the refugees — has 
bn the whole tended to settle on a low level. Current Italian and Irish 
migration to the United States is only a fraction of what it was in the 
thirties. Altogether, the United Stares has taken one and a half million 
immigrants in the eight years between the end of the w^ar and mid- 1953 ,^ 
Canada nearly a million, Australia three quarters of a million, and Latin 
American countries prc:)bably a further million. 

Thus, some fout to four and a half million immigrants have entered 
the main receiving countries in these eight years. These figures 
include a fair amount of continental migration, especially within the 
Americas. The rest are almost exclusively Europeans, the preference 
being for Northwestern Europeans in the United States, Canada, and 
the Commonwealth countries, and Italians and Spaniards in Latin 
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America. This whole migration stream over the last ten years can be 
compared with the total immigration into the United States alone in 
the decade of the twenties, w^hich was of about the same magnitude and, 
ol course, much lower than in earlier decades. 

Intra-European migration is probably adjusting to a lower level than 
in the period between wars, particularly if we take due account of the 
relative levels of business and employment in the receiving countries. 

Immigiation Irorn the poorest regions, with the largest amount of sur- 
plus labor, is excluded in almost all receiving countries by statutory or 
administiati\'e color bars. Overseas emigration from Asia, with the excep- 
tion of the return of European settlers, has come to a virtual end. When 
there are no such bars and where political and economic relations have 
pa\ed the way, there is a steady (low of migrants — of Puerto Ricans to 
the United States, Algerians to k ranee, and Jamaifans and others to Grcai 
Britain; in Britain there is now talk of limiting the free entry of West- 
In dian labor. 

Meanwhile, the new countries recently emerging from colonial domi- 
naiion. together with other countries in Asia, have themselves become 
intrcasingly eonseious of tluir surplus labor situation and its significance 
as a cause of poverty, l ire violent and tragic exchange of populations 
bt Uveen India and Pakistan, at the time of partition, has left large groups 
of unsettled refugees in both countries, and the pressing problem of 
their integration into the national conmiunities does not make these 
countries jiarticularly favorable lo an open-door immigration policy, 
either towards each other or in relanon to other countries. 

Past migrations have also left set ions probk'ms of incomjtlete social 
integration, and the corisetj ient tension in manv (ountries in Asia, which 
lias been rising, hardly creates a favorable climate for a liberal migration 
policy. 7'lie Uhiiicsc population laves in Malaya, Indonesia, and 7 hai- 
land are cases in point. India is now having diflicullies with Ceylon 
because of large-scale illegal immigration by Indians. My oliservalions 
during a recent journey in many ol these countrif s have convinced me 
that national communities in Asia arc all going to use their improved 
administrative controls to check iinmigriiion. 7'his area may thus also 
split up into closed romparlnu'nts preventing the mohiJity of persons. 
It beromes one of the fruits of their recently won iridepcndencc.''' 

In the Near East the intrusion of a new, vigoious, and largely European 
state, Israel, has, of course, immensely increased nationalist tensions 
among the Arabs. In Israel itself the immigration of Near Eastern and 
African Jews docs not proceed without causing ititcrnal tension. 

vSo far as intracoiitinenial migration is concerned in l.atin America 
there are either similar problems of national sentiment or else the flow of 
labor is unaccompanied by a corresponding and adeejuate ilow of capital. 
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In Africa there is, on the whole, not much shifting of either individuals 
or tribes over boundary lines; the indenture system is not entirely 
stamped out, however, and Portuguese territories are rather large-scale 
suppliers to the South African mines. 

The Economics of Large-Scale Net Emigration 

The conclusion that emerges from our rapid survey is, broadly, that 
we are now coming to the logical conclusion of a development which 
started with the First World War and which implies that the world will 
henceforth have to strive for international ad]\istment without any 
sizeable population movements over the boundaries. The permanent 
settlement of refugees will continue to be an urgent problem for some 
considerable time; only for those refugees ^vho are of European stock 
is there any hope of international migiation. 

Immigration will still mean much lor individual countries, like 
Australia. Important motives behind the positive attitude to immigration 
were, at least until recent times, strategic considerations— a queer inci- 
dental characterization of our age — and the desire to piovide a more 
reliable basis for the White Australia policy; there is, of course, a con- 
tinual and uneasy feeling in the native-born Australian of being ^a very 
small European population holding the title of occupation to vast unin- 
habited areas of land which, whether or not very suitable to Europeans, 
would have great attraction to immigrants from the large and severely 
overpopulated countries in Asia. 

In Australia, the procurement of the capital necessary for an increase 
in working population will be a major limitation to immigration even 
from Europe, there as everywhere the international migration that does 
take place will be highly selective, and the selection will be done by the 
receiving countries. Colored people will continue to be almost totally 
excluded everywhere. 

From a narrowly economic point of view this closing of the boundaries 
to mass migration is perhaps not to be very much regretted. As a long- 
term policy, large-scale emigration is an irrational and \ery costly means 
of getting rid of surplus population. The country of emigration bears 
the cost of feeding and bringing up generations of emigrants, which 
has the effect of further depressing the already low living standards.® The 
poverty in West-European rural areas during the era of mass emigration 
to America and to industrial centers within the country was to a large 
degree correlated with the abnormal age-structure caused by the con- 
tinuous depletion of the population of the most productive working age. 
Poverty would, of course, have been even greater if they had stayed 
behind only to become superfluous labor. The ultimate cause of poverty 



LABOR MOBILITY 


95 


was, quite obviously, a population increase which outstripped produc- 
tion. 

To ask the richer countries to open up their boundaries to mass im- 
migration from the poorer countries, which have not solved their pop- 
ulation problem, would, indeed, be very questionable international 
idealism. If a surplus labor situation persists in a country because eco- 
nomic development docs not match the increase of population, that is 
a reason to speed up development so far as the natural and other re- 
sources of the country permit. If that cannot be done to the point 
required for the full and economic employment of the available labor 
force, the population increase should be controlled. It is the road to 
continued poverty to rely on foreign countries to take their pick ot 
grown-up workers who, if they do not account for much productive 
value in their own country as long as it remains underdeveloped, 
nevertheless represent large costs spent in catering for them till they 
are leady to emigrate." Tlic population problem in the underdeveloped 
countries is further discussed in Chapter XII. ^ 

A Free Iniernational Labor Market 

From a broader point of view this enclosure of the individual within 
national boundaries is, however, frankly one of the most reactionary 
trends of our time and intrinsically damaging to strivings lor interna- 
tional integration. Albert I'liomas, head of the International Labor 
Office in its early days, felt ibis in his bones when he vainly took up the 
light against the trend and demanded inter national action to defend the 
free labor market. 

More fundamentally, it is a question of liberty, of elbow room tor the 
common man. The tloors are closed at the very time when cheaper 
travel makes movement easier and the spread of knowledge opens up 
new vistas and horizons. 1 he closing of tlie bounclanes is also one of the 
many factors leading to an absurd intcrisification of nationaf allegiances 
which is continuously weakening that iasis of internationai solidarity 
upon w'hich international policy has lO be built. It tends to lower the 
sights and restrict the horizons of individuals and of nations. 

From the point of view of our \aiuc premise — international integra- 
tion — the ideal situation would be the following; that by a policy of 
national integration each country should succeed in matching its eco- 
nomic development to its population increase, thus eliminating the need 
for one-sided and persistent international migration movements;^ but 
that individuals and groups of individuals should have full opportunity 
to move over the boundaries and seek employment in foreign countries. 

This would mean a free international labor market. It would impfy 
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a wider scope for individual aspirations; at the same time it would 
facilitate economic adjustments to short-term changes and, if need be, 
the relocali/ation between countries of particular industries. This, in its 
turn, would make for greater flexibility in the whole industrial system 
and create possibilities for freer trade. 

It would, of course, be a utopian hope that this dream of the inter- 
nationalist could be applied to the disintegrated world of today; but it 
could well be a policy tor countries that are fairly well integrated na- 
tionally and enjoy standards of living and of culture that do not differ 
widely. It has been noted in Chapter V that one of the basic shortcomings 
of the organized efforts for West-European ecouomic integration was 
the almost total failure to face this issue and to attempt to re establish 
the free European labor market that existed before the First World War. 
While Albert Thomas’ initiative was doomed to failure, since he was 
advocating a free labor market on the very edge of the Great Dep^es^.ion, 
it could liave had some hope of realization for this generation, as the 
employment conditions were for a long time so much mote favoiable in 
Northwestern Europe. 

Meanwhile, in the industrially advanced countries the process of eco- 
nomic integration, dominated by exclusively national values anti insti- 
tutions, has created ever stronger ties binding eveiy individual to the 
nation-state of his birth and early employment. As I pointed out in 
Chapter IV, the professional (aiecrs of almost everybody have been 
confined w^ithin closed national systems. I’his may have fat.ilitated move- 
ment within the national boundaries but has made it much more diffi- 
cult to leave the country without risking one’s livelihood or, at least, 
one’s seniority. The improved economic status and securiiy of 
employment of the working classes have given even the laborer vested 
interests at home as a professional. 

The national integration process ran parallel to and supported the 
other impediments to international migration, so that even when legal 
and administrative restrictions on migration are relaxed or abolished — 
for example, between the small Scandinavian countries and in the Benelux 
union — very little cross-boundary movement of labor actually takes place. 
It is significant, on the other hand, that when the established pattern of 
migration w^as not broken by legal or administrative restrictions — as in 
the case of movements between Britain and Ireland — even political sep- 
aration did not stop migration. 

A recent study of the problem concludes that “it would seem that, in 
addition to the mere removal of administrative obstacles, more positive 
incentives aic needed to promote the movement, especially of young 
workers. This conclusion, of course, implies a judgment on the desirability 
of inter-change between nations which is based on more than purely eco- 
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nomic considerations: there is this important difference between the in- 
ternational movements of goods and of labor, that the latter may well be 
regarded as an end in itself.”^^^ 

National Bondage for the Common Man 

What we conclude from all this is not so much that wc should regret the 
passing of an era which saw a major stream of one-way human traffic — as 
we have noted, the stream has not altogether dried up. What is to be re- 
gretted, rather, is the loss of the freedom for the individual to migrate 
if he wants to and, consequently, the virtual cessation of those marginal 
two-way movements of population within the European continent and 
'^■Isewherc, which could be a real factor making for economic adjustments 
and for cohesion and international solidarity. 

I'he network of ever quicker and progressively cheaper transport is 
rapidly drawing the countries of the world closer together Rich people 
in all (ountrics and not so rich people in the weahhier countries will be 
able to travel tor pleasure. Students from the poor countries will be re- 
ceived in the advanced countries for a year or two. I'he very rich will 
continue to be abk* to choose where they want to live more pcnnanently. 
Scholars and experts of world repute will have an international market 
and tojisideiable freedom to choose where tliey want to live and work. 

Bill tlie common people, the workers and the farmers, the oi dinary busi- 
nessmen and piofessionals who do not happen to be leaders speciali/ed 
in the international fields, wdll be tied to their land of birth as firmly 
in feudal times the serf was tied to the estate of his lord. He could go 
sightseeing or visit the ir nket, but he had to return. This national bond- 
age for the common man is a deeply dismaying trait of the w^orld now 
coming into being. It operates against the development of the leeling of 
belonging to a world and not me rely to a small parr of it. 
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Mobility of Capital 


Capital Flow in Europe and to the New Continents 

International capital movements have closely followed those of labor. 
During the nineteenth century, and until the First World War, capital 
from those countries in Western Europe that were already relatively de- 
veloped flowed in the large amounts needed for the economic: development 
of the continents that Europe was at the same time supplying wirh labor. 
British capital financed the building of American and Canadian [ailroads, 
and much capital also went into industrial investment, real estate, and 
agriculture in North America. Australia, New Zealand, South Africa, and 
Latin American countries also abs()rbed a relativ^cly large capital influx. 

In fact, much the greater part of the capital export from Europe during 
this era was directed towards those sparsely populated regions in the 
temperate zones with large natural resources. It contributed to increasing 
their exports of primary products, thus, in addition, sustaining industrial 
development in Europe. The largest part of this capital was furnished by 
acquiring bonds and equities. Capital movements, the migration of labor, 
and international trade made for a rapidly progressing international in- 
tegration which, as I pointed out in the introductory section of Chapter 
IV, in this period and in this part of the world proceeded in harmony 
with the development towards national integration. 

The story was repeated nearer home, though without the inducement 
of simultaneous large-scale labor immigration. For example, a hundred 
years ago Sweden was a poor agricultural country with an overcrowded 
and land-hungry peasant population and some small, old-established in- 
dustries spread along the forest streams; only lo per cent of the population 
lived in the cities. But it could horrow money freely in London, Hamburg, 
and other financial centers in Western Europe at a rate of interest around 
and often under 3 per cent. 

In all capital-impqrting countries the state was active as an agent for 
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organizing through its economic policy favorable conditions for economic 
development and capital import. This was true in the United States, as 
any serious study of its early economic development reveals. In some coun- 
tries the state even did the actual borrowing. In Sweden, for instance, no 
private business had the managerial capacity for such big enterprises as 
building the railroads, nor the credit standing necessary as a collateral 
for such large foreign loans as were needed for that purpose. And so the 
main railroad lines were from the beginning state-owned, and the so-called 
private lines, which were owned by the municipalities, were also financed 
largely by the Exchequer. 

The state, in addition, guaranteed the bonds, the foreign sale of which 
provided the quasi- public mortgage banks with foreign capital and canal- 
ized this capital in two big stream'?, to agriculture and to the rapidly grow- 
ing urban real estate. From the beginning the conditions were present in 
Sweden for an expansion process along the lines described by Schumpeter. 
Exploitation of the forests for export of timber w^as the first mainstay of 
the progressing industrialization, but very rapidly the process branched 
out in a diversilication of industry, adjusted not only to exports but also 
to the expanding home market. 

A country like Australia followed, muiatis mutandis, very much the 
same model of successful economic development as Sweden, nurtured by 
the state and sustained by generously supplied cheap credits from the in- 
ternational capital market. By jealously preserving its political and eco- 
nomic independence, Japan succeeded in escaping the colonial destiny of 
other backward colored nations Under strict government control it man- 
aged to lift its economy out of inherited stagnation and proceeded to 
industrialize at an extri. •^dinary rate; it was also able to rely on imports 
of foreign capital, mostly acquired by the sale of government bonds, 
though capital import did not ume large proportions. 

In the new continents, irnmigrition was never more than first an im- 
petus and later a supporting factor in population growth; throughout 
the nineteenth centuiy the natural increase of population in the United 
States was larger than the immigration. In the same way, once economic 
development had aetjuired its momentum, it was increasingly financed 
in all these countries by the very h>’eh rates of domestic savings, regularly 
forthcoming out of rising profits. 


Enclave-building in the Backward Coniinents 

A small part of the capital stream also went to the colonial empires in 
Asia and Africa, continents which, like Europe, are called old continents 
— the real implication being that the inhabitants were so numerous that 
even in the rougher conditions of earlier days they could not be ex- 
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terminated like the aborigines in the new continents, or pushed into native 
reserves.^ The Europeans instead established reserves for themselves in 
these countries, as islands in the ocean of colored people. 

The course of events in these other regions took a very different turn. 
There investments also became to a significant degree economic enclaves. 
These so-called underdeveloped regions seem to have been little affected 
in their general economic development by direct foreign capital invest- 
ments. Even when the enclaves were large, as in mining or the plantation 
system, they were seldom really integrated into the local economy, but 
remained attached to the interests of a metropoliian state. 

The increased employment opportunities in countries with large en- 
claves — consistently limited to unskilled labor — were rapidly filled by pop- 
ulation increase, usually withoui raising the average standard of living. 
Apart from the increased employment opportunities, the population in- 
crease was also— and more generally — favorably conditioned by stable and 
orderly governments, set up by the metropolitan powers, which preserved 
social peace and prevented internal feuds and w^ars. The .spread of ele- 
mentary sanitation and public hygiene and other policies under colonial 
rule wliich were per se beneficial also played their part. 

That is why a country like Indonesia, having now gained independence, 
finds itself with a population more than three times larger than^in 1870, 
and with a standard of living that has not risen siibslaiuially during these 
three generations. It is equipped wnth large and in many ways well- 
organized rubber, copra, tea, and sugar “estates’" and tin mines which 
produce almost entirely for export and employ a part of the labor force; 
but it has to import almost every single tool for the economic develop- 
ment it is now beginning to plan, literally every nail, and in addition 
bulky industrial ('oinmodities, like cement and coal, of which about half 
the import price is freight. 

The development was not very different when the enclaves were rela- 
tively smaller in size and represented by communities of individual settlers, 
acquiring by various means the right to the good land. Nor did the com- 
mercial establishments make any fundamental contribution to an over-all 
balanced economic development of the backward countries. 

That the course of events took this “colonial” character was not mainly 
due either to the designs of those who provided the capital and built the 
economic enclaves, or to the intentional policies of their governments. It 
was much more the natural outcome of the unhampered working of the 
contemporar)' market forces. These countries were already heavily popu- 
lated and offered no possibility of large-scale immigration of labor from 
Europe. The colonial natives were extremely poor and were not employed 
very productively; to take them on at low wages for unskilled work was 
for the enclave-builders simply to exploit the natural resources. To pre- 
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serve these dependencies as markets for the manufacturing industry at 
home and not to encourage them to any large-scale industrial diversifica- 
tion on their own was an almost self-evident commercial policy towards 
a foreign country under political control. 

The native populations were, furthennore, noi white, and whatever cul- 
ture they had was not of the European variety. Strict segregation on racial 
and cultural grounds developed therefore as a matter of course and, as 
always, hampered or stopped culiiiral adaptation and growth. The few 
who were selected for partial Europeani/ation usually ceased to identify 
tlicmselves with the poor masses, but also failed to be completely absorbed 
by the foreign culture. They remained what the sociologists call “marginal 
men”; usually the half-castes shared this fate. 

Colonial governmenl, directed from a metropolitan capital, implied 
that these peoples had no home government of tlieir own with the power 
to plan and direct policies in their own interest and aimed at raising the 
level of the masses. The icgular colonial device — variegated considerably 
by the different metropolitan states — was for the European metiopolitan 
authorities to work with, and strengthen the hold of, the local feudal 
chiefs and other social clasj>es who had an interest in preserving the politi- 
cal, social, and economic slaiui^ quo 

This was again not a sinister dt*sign on the part of the colonizers but 
simply a manifestation of their obvious interest in the prevailing circum- 
stances. d’hc political ('xpcdiericy of this tyjie of arrangement is now being 
pressed upon the United States almost by the logic of events. Sympathy 
for the underdog is here a strong historical tradition, as is anti^olonial- 
ism, the United vStates is also the only advanced country with any long- 
standing tradition that :n its policy towards backward peoples maintains 
that the nation should support and encourage the forces for change. 
However, now that the United States is increasingly inheriting responsi- 
bilities in the underdeveloped i.'gions, it. too. to the great dismay of its 
enlightened citizens, feels the sinister weight of political expediency 
which tends to push it into alliance, nolens volens. with reactionary per- 
sonalities and social groups. 

As mentioned before, Japan escaped d>is common destiny of backward 
colored nations because it prcse>vid its political and econornif; independ- 
ence and because its government embarked early upon a vigorous policy 
of economic development: borrowing the money and procuring the new 
techniques, investing in public utilities and oiher external economies, 
starting new industries, training the workers, creating the conditions for 
squeezing out the domestic savings, and keeping out foreign influences 
which would have been inimical to the process of economic development 
— for example, foreign consumption habits. 

The East-European countries failed to develop like the West-European 
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ones and some of them were even affected by foreign investments of the 
enclave type, which exploited their raw materials and cheap labor on 
behalf of foreign interests. Latin American countries experienced a de- 
velopment which, on the average, came nearer the truly colonial variety. 
Nevertheless, some countries in Latin America, or parts of some countries, 
started before the First World War on a fairly independent, gradual 
economic development of the progressive type. Others conformed much 
more to the patterns of colonialism, though with the important difference 
that the majority of the owners and operators of the economic enclaves 
among the masses of primitive and illiterate Indians, Negroes, or half- 
castes of various blends were natives of their own countries, sometimes not 
even of pure European stock. 

In the regular way of business, the plantation economy, once it got 
started, largely fed itself with investment capital from profits. Not all 
capital that went from Europe to the backward countries was in the form 
of direct investments. There was a parallel stream of capital lent to the 
colonial governments, public or semipublic corporations, or private firms 
for building the railroads or for investing in other public utilities; and 
this stream was larger. Even when, as was usually the case, these invest- 
ments primarily served the needs of the colonial economy, they naturally 
had a relatively greater importance in increasing the general pcissibilities 
for economic development. In most of these countries, however, these new 
elements of external economies did not suffice as a stimulus and general 
stagnation continued. 

It has been said that the European investors of the nineteenth century 
have left Americans in the twentieth centuiy saddled with the worst 
part of the problem. The 'easy'’ investment opportunities — from the 
outsider's point of view — have been largely exhausted. The empty spaces 
that could receive immigrants as well as capital and to which most of the 
capital went are largely filled. In the other areas there are now heavy 
arrears of social investment to be made up, most of which will not yield 
immediate return or profits,^ Even when this is not true in a material 
sense, it is true in a policy sense. Standards have changed; ruthless ex 
ploitation with little thought for the welfare of the peoples of those coun- 
tries is today becoming less possible. Social investments have become 
necessary adjuncts to narrowly productive ones. This same development, 
incidentally, occurred long ago in the advanced countries themselves. 

Populations in the backward areas have meanwhile increased tre- 
mendously, while they have usually not advanced much in average welfare. 
They have attained, or are attaining, political independence and are now 
inaugurating policies of economic development in order to raise the living 
standards of the masses. They are through with segregation and discrim- 
ination and demand a conduct of their economic life in accordance with 
the interests of their own people. 
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The great volume of capital export before the First World War, whether 
to independent and rapidly developing or to colonial and on the whole 
stagnant economies, occurred during a period of relative peace and sta- 
bility; part of the basis for this stability was, of course, the tractability of 
the nonwhite peoples under colonial rule. 

The capital movements were closely related to international trade and 
the confident expectation that its volume would continually grow. Long- 
term capital movements represented also only one sector of the capital 
market. In all international trade, short-term and medium-term credit 
played a most important role. The structure of international finance was 
indeed founded upon the speculative market in foreign exchange, which 
gave strength and flexibility to the gold standard in the countries that 
adhered to it. 


The Period between the World Wars 

The First World War brought about considerable changes in the pat- 
tern of iniernational indebtedness.^ but after the temporary lapse in the 
operation of the system dining the wai and when the losses and liquida- 
tions had been consummated, the international capital market was built 
up again and the gold standard gradually restored. This was one result 
of the big drive in the early twenties to '‘normalcy." 

We may note in passing that this niovenunt in its time had a much 
sounder psychological basis — and therefore greater prospects of success — 
than a similar movement would have had after the Second World War. 
The Great War was hooked upon as a horrible mistake, a once-for-all 
deviation from the nc' ual course of peace and steady progress. As usual, 
the expectancy was a powerful cause of its realization. From the funda- 
mental psychological point of view the different expectation aftei the 
Second World War, the absen e of belief in the reality of continuous 
normalcy is not only indicative but also a basic cause of the much stronger 
forces working towards international disintegration. 

In the tweniies, long-term capital movements on a large scale even 
started to flow from the United States. America, emerging after the war 
as a cieditor country, opened it^. banking resources to Weimar Germany. 
The money was eventually lost to a large extent, and this, coupled with a 
risky scramble for high-interest earnings in the Balkans and Latin Amer- 
ica, had disastrous effects on the willingness of American investors to 
verttine again into foreign lending. 

As apparent monetary stability in Europe returned, long-tenn lending 
by Britain and France, and to a smaller extent by Belgium, the Nether- 
lands, and Switzerland, was renewed; Sweden also emerged as a creditor 
country. The chief borrowers were Germany, in Europe, and Argentina, 
Australia, and Canada, outside Europe. The large underdeveloped re- 
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gions received much less: the influx of capital into India and China in 
the period between the world wars was in each case only about the same 
as, or less than, that into Argentine and Australia, although their popula- 
tion was forty times as greats 

The whole structure of this newly restored international capital market 
broke down with the spread of the Great Depression. As the interna- 
tional commodity markets collapsed, the basis for long-term capital move- 
ments disappeared with them and, in its turn, ihe cessation of the capital 
flow caused a deepening of the depression. The international short-term 
capital market finally ex})ired during the finanrial crisis, culminating in 
the collapse of the British gold standard on September 21, 1931. 

One immediate cause in this chain of developments was that Britain 
and some other countries had borrowed short ami lent long. This is, in- 
deed, a normal banking practice; but speculative capital was no longer 
out to exploit marginal diflerences of profit and rates of exchange. In- 
stead, it was fleeing lor safety. With the exception of capital flights, there 
were only very limited movements of capital of any type in any direction 
during the thirties. 


ArvFR THE Second World War 

71 ie short-term capital market and the whole iniernariomil [>a\menis 
mechanism remained disorgani/.cd after the Second World War. Because 
of the close relations between diflerent (ompartments of the capital 
market, this was a most un tor innate condition for the resumption of long- 
term capital movements, which are so important from the ])oint of view 
of inter national integration because of their potential contribution to 
economic develo[)nient. 

Such long-term capital movements as have developed since the Second 
World War have several unwelcome features. The floating in interna- 
tional capital markets ol foreign government bonds, once so iiripoitairt 
in international financing, has almost ceased. Floating of shares and 
debentures of business enterprises, and trade in outstanding securities, 
have likewise become ol minor Importance. Loans are gradually being re- 
paid and even equity inierc-sts in raihoads and public utilities are being 
liquidated. This implies that there is virtually no longer a private long 
term capital market in the old sense. 

Lending by governments has succeeded but by no means replaced the 
floating of bonds and e<]uiiies on the capital market. Such private capital 
movements as liave nevertheless taken place have scarcely been directed in 
favor of a balanced development ol the underdeveloped regions. Rather, 
they have been an element in widening the gap by assisting first and 
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foremost — directly or indirectly — the further development of countries 
that were already industrially advanced. 

A great deal — three fourths or more — of the private capital invested 
abroad has been in the form of reinvested profits which, for exchange con- 
trol or other reasons, have not been repatriated. J’urther, the total amount 
of private capital made available is in real terms only about half the 
annual rate of the twenties (though recently it has been somewhat higher 
— at a rate probably exceeding two billion dollars a year, compared with 
the average for all postwar years of about one and a half billion); the 
rate would be considerably lower still if measured per capita or in relation 
to total production and income of the lending countries. 

Much the greater part of this private cajrital, as indeed of all foreign 
capital, has been forthcoming from the United States, which thus assumed 
the place of Britain as the wcmld’s chief long-UTm capital supplier. United 
States private capital exports have, in fact, been prex ceding at about the 
same annual rat in real terms as in the twenties. On uide Vmerica. much 
of the movement of capital has been between metropolitan states and 
their dependencies or assor iates.'* 

li the annual rate of United States private foreign investment since the 
war appears to be loughiy of the same magiritudt in real terms as it was 
in the twenties, there has, however, been a sluu}) shift in its composition.® 
Contrary to the tendency in that period, there has be(*n a strong bias in 
lavoi of direct investment through cither the establishment or the de- 
velopment of United States eniei prises abroad. Private lending to foreign 
governments, inuiiicipalities, and c()rj)orations and, likewise, the acquisi- 
tion of foreign erjuities as a regular iinestment — methods of lending 
without becoming in\' ’ved in industry abroad and without holding a con- 
trolling interest- -are more and more a thing ed the j)ast. 

For the most pan the funds have, furthtTrnore, gone to hard cunency 
areas, such as Canada, and hav< eschewed countiies w'ith dollar shortagc.s, 
except where the product could be sold in hard currency markets. Almost 
three ejuarters of United ^States private invesimenr has been of this direct 
clollar-recovering nature, and most of <hc remainder was lor manufactiu- 
ing and other investment in Latin Aim rica^ and Western Europe, wher e 
it often served as a sort of substitution for international trade, consisting 
of production units or assembly piants built iij) on tfie other side of pro- 
tective tariff w^alls or c]uanfitative trade restrictions. 

Thus, apart from the preponderance of investments in Canada, private 
American capital export has gone largely into petroleum, where the bor- 
rowing countries have been prepared to make s])C(iai arrangements as to 
transfer of production income. On a smaller scale the same is true for the 
sharply decreasing investments in agriculture, mining, and smelting. At- 
tempts to induce a greater shaie of total American investment for industry 



106 AN INTERNATIONAL ECONOMY 

in Western Europe by a transfer guaranty program have made only slow 
progress.^ 

Canadian postwar private long-term capital export has consisted entirely 
of direct investment — there has even been some liquidation of portfolios. 
Most of the fresh postwar capital exports have gone to the United States 
or the United Kingdom, and very little ouside the American countries 
and the British Commonwealth. Even so, Canada remains on balance an 
importer and not an exporter of capital. 

In Western Europe the dollar shortage has offered an excuse for, and 
the consequent exchange regulations have acted as, a bar against any large- 
scale capital export. I’he Swiss capital market, encouraged by higher 
yields than obtainable at home, and financed in part by funds from 
abroad seeking refuge from unstable currencies and from taxation, has 
accepted some foreign commitments, carefully selected for security, with 
little going to die really underdeveloped regions.® 

More significant capital movements have taken place within the franc 
and sterling areas, greatly facilitated in the beginning by the large Mar- 
shall aid to Western Europe but continued and even increased in later 
years. Substantial sums have been invested in French overseas territories 
— about half in North Africa — as part of the Monnet Plan. There has 
been a sizeable private capital outflow from the United Kingcjpm to the 
rest of the sterling area, especially Australia and South Africa; the rest 
of the Commonwealth and, particularly, the colonial countries, have re- 
ceived only small amounts.^® 

Within Western Europe itself there has been extremely little movement 
of long-term capital, in spile of the much publicized efforts towards West- 
European integration and particularly the coordination of investment. In 
a recent study it has been pointed out that the tendency in Western 
Europe to capital autarky has its close analogy in the decreasing im- 
portance of the capital market within the countries themselves: ‘T he in 
creasing share of governments in international lending is paralleled by. 
an increasing share of public saving within each counti 7 , and the tendency 
to national 'capital autarky’ has its analogy in the growing importance of 
‘self-financing’ in industry."^ ^ 

This rapid survey of postwar private capital movements would not be 
complete without a reference to the very considerable clandestine move- 
ments of capital, mainly finding their way ultimately to the United States 
and Latin America. These capital flights have frequently run into hun- 
dreds of millions of dollars a year;*^ they have probably been on a much 
bigger scale, for instance, tlian the annual lending of the International 
Bank. For very natural reasons part of this money comes from the very 
poorest countries. 
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Insofar as there are still vestiges left of an international capital market, 
they are mainly contained within closed blocks: on the one hand, the 
United States, Canada, and, to some extent, the other countries of the 
dollar area; on the other hand, Britain and the industrially advanced 
Commonwealth countries. “The historical answer to unbalanced trade 
and productivity has been international investment, “ observes Professor 
John H. Williams.^3 As we have already noted in Chapter VI, it is obvious 
that capital movements in the present world do not fulfill this important 
function. This is true for the old partial world of industrially advanced 
countries, and particularly with respect to their relations with the under- 
developed countries. 

Altogether, the underdeveloped countries receive extremely little private 
capital. Direct investments in the exploitation of oil and other natural re- 
sources, which make up much the larger part of the foreign investments 
accounted for in the statistics, are important only for a few of these coun- 
tries. Since, moreover, such investments often merely establish enclaves 
which per se contribute little to the general development of the countries 
— they usually even have a rather low employment effect — they count for 
little in any realistic analysis of international integration. In fact, only 
the royalties and taxes, and these only to the extent that they are actually 
used for the further development of the economy of the country — instead 
of being squandered on luxuries or whittled away in the form of private 
hoardings of gold or foreign exchange — can really be considered as a 
productive capital influx from these sources. 

It seems inevitable that in the course of time more and more of the 
underdeveloped countiies will want to nationalize their natural icsources 
and exploit them themselves or, at least, obtain tlie controlling interest in 
their exploitation. This, by itst f, hardly acts as an inducement to private 
foreign investment, even in this restricted field, but the profits are usually 
very high. 

To the foreign capital made available to underdeveloped countries 
should be added short-term' and medium-term commercial ertait which, 
however, cannot amount to very much. 

There is also a negative itc.'^ be included in the calculation; the 
gradual repayment of earlier government loans and the return home of 
earlier investments, particularly from countries recently liberated from 
colonial dependence. This is one of the costs which these countries have 
to pay for their independence. There is no doubt that Indonesia in colo- 
nial times had easier access to a foreign capital supply from Holland than 
it has now, in spite of the close relations with Dutch business that are still 
maintained. 
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On the whole, in many Asian countries the stream homewards of private 
capital from underdeveloped countries has probably been somewhat larger 
than new foreign investment, and definitely so if the fleeing capital of 
their own citizens is added to the calculation. The Latin American coun- 
tries seem, on the whole, to have fared better, though there are great 
differences between the various countries. 

In this situation most underdeveloped countries would welcome more 
direct investment, almost all that is now loft of long-term international 
private capital movements; but so far they have been getting very little. 
They will not, however, accept it without reservations or without insisting 
on their own conditions. They arc jealous of their economic independ- 
ence, and they want something more than enclaves. Compared with the 
capital acquired by the sales of bonds in earlier times, direct investments 
require also higher returns and appear therefore to them a more expensive 
source of capitald''^ Their greatest need for direct investments is, further- 
more, usually in those fields of manufacturing industry which least at- 
tract private business. 

What the underdcvcloix^d countries need most of all, however, so as 
to proceed with their development plans, is capital for large scale invest- 
ment in public utilities: railroads and highways, electric power stations, 
irrigation, port facilities, and the like. With the possible exception of 
electricity, these arc not usually profit-making enterprises and they will 
have to be owned and operated by the state or public authorities. For- 
merly, investments of this kind in backward countries were often financed 
by Joans raised in international markets, but it is exactly that type of 
private capital import which is no longer forthcoming. I'lie supply has 
dried up, but the demand is greater than ever', now that backwaid coun- 
tries have embarked upon economic development. 

This is, of course, the background to the new pattern, emerging after 
the Second World War, of straight government loans, again mostly by 
the United States, and of lending through the International Bank for 
Reconstruction and Development. Government loans, as distinct from 
aid, to underdeveloped countries have probably averaged several hundred 
million dollars a year in the postwar period. The loans to really under- 
developed countries given by the International Bank since the beginning 
of its existence do not average more than one hundred million dollars a 
year; the Bank’s current rate of lending is somewhat higher, liowever. 

Even in Latin America — which is relatively better provided with these 
types of loans than any other large parts of the underdeveloped world — 
the level ot investments in public utilities has been much too low 
after the w^ar compared with the real needs. This is related to the 
fact that the amounts of these public loans are not a substitute for the 
earlier private ones. During the years i95^“53 barely 3 per cent of 
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2 iggregatc public investments were financed by loans from the Interna- 
tional Bank and the Export-Import Bank, the two main providers of 
nonprivate capital, while in earlier times two thirds of such investments 
were the product of bond issues on the international capital market.^® 

Underdevklopkd Countries from the Wall Street Point of View 

As I shall presently discuss more fully, there arc such wei,.;hty reasons 
why private investment abroad is to be preferred to government loans 
that it is easily understood why strong efi'orts have been made in America 
to persuade the private investor to step forward and furnish capital for 
the underdeveloped countries. 

One government-sponsored g^^oup of experts after another has pressed 
for more private investment in tliis direction, and every dist’nguishcd 
s[)eaker, whether representing government or business, has endorsc'd the 
pica. Rut in spit<. of these exhortations, the yVmcriran capital market has 
given forth very little. The recent Randall Report has follc^wed closely 
in the steps of earlier re[K)rts; the practical proposals it puts forw'ard — if 
aaed u[jon — would [iiolKibly make little dilTcicncc in regard to private 
invesimuu in under de\ eloped countiies. 

This negative attitude of American investors is not difficult to under- 
stand. There is lirst the memory of past losses. Then there is the un- 
friendly atmosphere of the told wai, which will be referred to in Chapter 
X, coupled with an intense feeling of the lisks of actual war, as wx‘11 as 
concern that some of the underdeveloped countries may be unreliable in 
their allegiance as political allies and also that they may not always be 
in lavor of the systci- - of economic oiganization esteemed by the in- 
vestors. 

Viewed from Wall Street, n. ny of these countries are run by govern- 
ments and aclrniiiistiaiious tha are inefleclive, blundering, and corrupt, 
and their national economics are looked ujjon as poor and insecure. Pur- 
chasing power in tiieir home markets is limited and usually cannot be 
increased by individual investment projects, but only by a consolidated 
development program, whiih is not a fu ld of interest for private business. 
Further, the need for complem' t.: try social investment raises the level of 
production costs. 

Then there is the great uncertainty about the transfer of profits. Even 
if there were a more or Jess general return to some kind of convertibility, 
many underdeveloped countries would not be able to fall into line and, 
even if they did, the f onvertibility of their currencies would not be relied 
upon as very lasting. The risk of nationalization and uncertainty concern- 
ing the principles on wliich coinpensaiion wT>uld be calculated and made 
transferable make things even more unattractive to piivate investors. 
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Added to all that is the uncertainty of the future taxation policy of these 
countries. 

To cover imponderable losses, the returns to capital often need to be 
higher than are socially tolerable to the capital-importing countries. 
Dominating the whole situation is the fact that, as a competing element, 
the internal American capital market offers prospective investors high 
and secure returns and, in addition, ready possibilities of speculation for 
still higher gain. Thus it is natural that private foreign capital flows into 
America rather than out of it. 

As a matter of fact, in spite of all exchange regulations, a considerable 
stream of foreign capital, even from the underdeveloped countries, is, as 
I have pointed out, steadily seeking harbor in America. “It is a part of 
our puzzle,*’ observes Professor John H. Williams, that “while the role 
we should play in the world is that of a creditor country, the conditions 
are often more favorable for investment here, not only for Americans 
but for others.”!'^ 

Against this background it is, indeed, understandable that the American 
private capital market is not giving forth much to the service of under- 
developed countries, and that what little is invested is kept under close 
control and is usually bound up with the immediate interests of an Amer- 
ican Arm. » 


In Western Europe 

In industrially advanced countries that are not in the unique situation 
of the United States it is natural that a sort of national protective attitude 
develops in order to preserve capital resources for internal development. 
In all the countries of Western Europe, even in the progressive north- 
western part of the continent, and not least in Britain, the constant con- 
cern is that the investment quota may not be high enough to sustain 
the desired rate of progress. Particularly when American economic aid is 
ebbing or ending, it becomes an even greater national interest to pi event 
the free outflow of capital. 

As I pointed out in Chapter VI, in West European countries there does 
not at present exist the political basis for financial, fiscal, and economic 
policies that could increase savings substantially enough for these coun- 
tries once again to be able to export capital freely on a large scale. Besides 
the investments by Britain, France, and Belgium within their own mone- 
tary areas — which, however, have been substantial — the highest goal for 
“financial soundness” of the countries in this area that can be set with 
reasonable prospects of being attained is the prevention of such internal 
inflationary pressures as will, in spite of capital autarky, endanger their 
exchange balance. 
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Exchange controls provide a means of carrying out the policy of check- 
ing capital outflow, which is so generally accepted that, as I observed in 
Chapter VI, it is unlikely that these controls would be relaxed, even if 
advances were made towards convertibility. If this motive has not played 
a larger role in current discussion, the explanation is that the foreign ex- 
change difficulties — and, more recently, the desirability of building up 
exchange reserves — have already provided overwhelming reasons for 
hindering capital export. 

These changes in national attitudes and habits with respect to interna- 
tional capital movements are gradually producing far-reaching effects on 
the very structure of the private banking system. Once more excluding 
the exceptional situation of the United States, it can be said that inter- 
national hnance had provided much of the strength of any banking system 
vis-it-vis the state. It represented a sphere of liberty where the system 
operated outside the state boundaries and carried on independent foreign 
relations. 

In fact, when these relations are nonexistent or closely controlled, the 
private banking system loses important clemenls of its raison d'etre as 
private business. If, under the influence of a serious dip in the American 
business curve, Western Europe should again be confronted with the need 
for stricter national controls over trade and payments, the City of London 
would be in a situation which, apart from legal and constitutional forms 
— and the modern integrated state is very accommodating on questions of 
etiquette — would not materially differ from its being a part of public ad- 
ministration in the national welfare state. It is already far on the way 
to this status. 

I cannot help feeling that the end of private international finance as 
we once knew it is somewhat of a loss for our civilization. It represented 
a wealth of established mores, f' lined talents, experience, and worldwide 
relations. Redirected to comply with present needs, it could still play an 
important role. In discussing these matters with my friends in the Amer- 
ican Administration and in the banking world I have sometimes pointed 
to this and suggested a cooperative solution. There are in many European 
countries banking houses with traditions and proven ability in interna- 
tional finance that are now larg' b^ inactive in the international field be- 
cause they cannot export national capital. In America there is capital 
enough and everybody is in principle in favor of a policy of larger invest- 
ments abroad, but there is much more limited experience and talent in 
international lending. Nothing would be more natural than that resources 
should be pooled, so that European bankers, accepting the top risks, would 
be backed by American capital and would again exercise their dormant 
capacities. 

Sir Arthur Salter once had the same idea: “As private investment be- 



112 


AN INTERNATIONAL ECONOMY 


comes possible on a greater scale, and over a wider range, the association 
of United States institutions with British houses which have had long 
experience of overseas investment might prove very useful. The institu- 
tions through which foreign investment was arranged when the flow of 
capital was westward from the United Kingdom are still available for a 
flow in the opposite direction; and the traditional skill and know-how 
developed from nearly a century ago can be utilised, in appropriate asso- 
ciation, by those who now inherit the creditor role.”^® 

But this idea has been a failure. I have never yet found a responsible 
American prepared to believe that the dying pr^ate international finance 
in Europe was worth supporting — not even on straight business terms— 
while all good Americans have been enthusiatic for giving open grants 
to the Euroj)ean governments who, together with their administrations, 
have been expanding their field of internal power and responsibility for 
economic affairs. 


Governmfnis in the Lending Business 

My nostalgia for private international finance is partly caused by mis- 
givings over government activity in this field. Governments may manage 
to handle well enough the policies and routines of internal finafice, but in 
international finance they are not to be relied on to perform the role 
previously played by private finance. 

Private finance was the guardian of certain functionally very useful 
taboos and magical concejjts which are now gone or are going. The main 
one was that a credit operation was a business transaction. To be sure, 
politics were often mixed up with international finance, but, generally 
speaking, not in quite the blatant and unashamed way as when a loan 
is negotiated between governments and voted on in an elected chamber. 

Along with the concept of a loan being a business transaction there 
was also the idea that it should be jraid back. In most cases, the capital 
was in effect reinvested and stayed on for good, earning steady profits. 
With few exceptions, all foreign debt retirements have been a by-product 
of war finance; depreciation through inflation and default have also been 
important in liquidating foreign debts. Great losses were continually 
made, and their history is fascinating reading. But at the lime when a 
credit contract was concluded, the clear understanding between the two 
parties was pacta sunt servanda. 

Without the fixed idea that credit is business, that profitability is im- 
portant, and that there is a market where economic demand and supply 
for capital meet, international finance spills over into the indeterminate 
ocean of power politics, where the crackpots and the demagogues swim 
with great pleasure. The real danger is, of course, that with the disap- 
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pearance of the capital market in the old-fashioned sense of the word, 
really worthwhile investment projects stand to lose their chance ol being 
financed, or else they arc modified for political reasons; in many cases 
they may then lose much of their economic character as self-liquidating 
investments. 

America, with its unstable traditions and sad experiences in interna- 
tional finance, and faced with the necessity of giving funds oiiuight to 
governments, has involuntarily contributed to killing the idea of inter- 
national finance as a business pioposition by insisting on calling all its 
reconstruction loans after the war “aid” or “assistance.” In their policy 
sratcinents, as well as in all statistical summaries, Americans have systema- 
tically been lumping togethei open grants, loans that it is not expected 
will necessarily be paid back according to agreed terms, and straight credits 
that are meant to be repaid. Charity and business have been inextricably 
CO 111 used. 

Moreover, they have insisted that the governments in the receiving 
countries should show their gratitude lor it all and give the widest pub- 
licity to ])oih credits and grants as “Aineruan aid.” I'here was a philos- 
ophy behind it: America was, indeed, all for aid, but was cool towards, 
and suspicious of, international croilit business. On one occasion, at the 
beginning ol the European Recovery Piogram, the Swedes were caught 
up in the general dollar shortage, needed some stop-gap dollar credits, 
and looked u|)on themsehes as fully credit-worthy- a situation not tm- 
pieccdcnted in the old gold standard era. They, too, were uigcd to accept 
grants, for the sake of equality and as a gesture ol cooperation — this, even 
though they did not want any grants and did not need them. 

Naturally, the most prevalent need in those times was lor aid in the 
usual sense of the word. But some counirics lU'CHlcd only a credit which, 
in the normal way of internat onal finance, w^ould be paid back. Even 
more impoitant, a po)tion of all countiic's’ reeon; truclion needs could 
certainly have been iiul in this more regular fashion. 

A poor and old-fashioned, though highly progressive country like Fin- 
land had domcmsirated in the intcTwnr period that repayments are possi- 
ble if accompanied by some lightening the belt. After the Second iVorld 
war, incidentally, political co.'^ '^erations excluded Finland from the 
benefits of American aid; it hau, on the contrary, to make reparations 
payments to the Soviet Union of about the same size as the aid and credit 
that in other circumstances it could have expected under the European 
Recovery Program. In addition, it had on its hands the problem of re- 
settling refugees amounting to about lo per cent ol its population. In the 
end, however, Finland achieved a volume of investments and a rise in 
prijduction that compares very favorably with the average in Western 
Europe. 
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The distinction between aid and credit should have been clearly made 
and continuously stressed. By insisting instead on systematically throwing 
everything into the mixed pot of “aid*' and “assistance/’ the Americans 
have — certainly without intending to do so — inflicted an injury on the 
socially useful assumption that international finance is business. There is 
no doubt that a less sentimental and more selfish people would have 
handled a similar situation differently — with less generosity, probably, but 
with more respect for established business mores. 

The Practical Problem 

Professor Richard M. Bissel, Jr., has recently directed an appeal to the 
profession of economists that they should apply some ingenuity to the 
devising of new instruments and new forms, in the legal and institutional 
sense, for the international transfer of capital funds: “In the main, what 
is required, perhaps through public and quasi public channels, is a flow 
of capital, handled much more in the form of capital; and I do not believe 
that the inter-governmental loan by itself is a broad enough, or a flexible 
enough, device to handle' the capital flow of the scope that is needed.”^® 

This is a sound suggestion. Having followed the discussion on this prob- 
lem in the Economic and Social Council and similar intergovernmental 
forums, I am convinced that, for once, we would not necessarily speak to 
deaf ears if, after penetrating, critical, but constructive institutional re- 
search in the field of international finance, we economists were able to 
put forward practical proposals. Since every step towards both reviving 
capital movements between the advanced industrial countries and, more 
especially, directing some of the capital to the underdeveloped countries 
would work towards international integration, we would be in line with 
the great tradition of political economy. 

What is needed above all is a restoration in some fomi of the long-term 
capital market. It is certain that such a profound but practical study 
would end up by endorsing the further development of the International 
Bank for Reconstruction and Development. Like the old private inter' 
national financial houses, the Bank has succeeded in putting a barrier be- 
tween its own operations and the type of opportunistic politics that in- 
evitably dominate national governments when entering the international 
lending business. 

I’he Bank has successfully insisted on direct and indirect profitability 
and reasonable prospects of repayment, and in so doing has respected the 
distinction between credits and grants. Distributing what was in the main 
American money, it has thereby begun to undo part of the damage the 
American government has unintentionally inflicted during the postwar 
period on the important old concept that international finance is busi- 
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ness rather than charity. This has naturally caused the Bank to be more 
restrictive in its lending and to distribute the loans in a way other 
than would have been desirable in view oi the development needs 
in the world. But by its conservative policy it has preserved itself as a 
sound financial institution and, as it now stands, it is therefore an inter- 
national asset of no small value. 

There are other reasons why its operations so far have been of limited 
scope and quite disproportionate to the capital needs for de.elopment.*^ 
For one thing, the Bank acquires funds on the private capital market and 
must be interested in preserving a good credit standing. I'here is also 
the point that the Bank may not engage in equity financing and its loans 
must be underwritten by governments or central banks. Further, the orig- 
inal intention and hope, that the Bank could act as a catalyst and, by 
guaranteeing certain risks, induce private capital to do the larger part of 
the job, has not been realized except on a very limited scale. A fourth 
reason, and the uiiain one, is that so few of the undcraevLioped countries 
have as yet had the time and ability to spell out their development aspira- 
tions in terms of wcll-prej^ared and well-planned, credit-worthy projects 
ready for immediate execution. 

As an instrument for handling government credit the Bank is so obvi- 
ously superior to the governments themselves, precisely because it has 
protected the old decorum of handling credit as business that it should 
now be entrusted with the handling of larger sums. It should be given 
the green light for the extension of its lending to the limit of its available 
funds and for the worth-while projects that are adequately planned by 
coc'peration between the Bank and the governments of the underdeveloped 
countries. 

Its activities should also be extended to enable it to induce a greater 
and more regular flow of priv; ♦e capital. 'Fo this end, the proposed In- 
ternational Finance Corporatio'i, planned as an affdiate, would undoubt- 
edly have a useful function to fulfil. However little such a corporal ion 
can do iii the present political and econcmiic climate, and however small 
the funds at its disposal, even that much would constitute a modest be- 
ginning and a first step forward to gelling private capital moving to the 
underdeveloped countries. It indeed, discouraging that this s )und, 
modest, and well-prepared project has so far been held up by the un- 
willingness of the advanced countries — principally the United States — 
to contribute the basic operating funds; a change of policy has, however, 
recently been announced by th( United States Govertmient and there is 
now some hope of seeing the project realized. 

If the judgment generally stands that national governments are bad 
international bankers, that does not exclude state institutions being 
formed to operate under established principles of law that permit a semi- 
I 
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independent management and, above all, prohibit ad hoc interference 
from the government or, still worse, the elected assembly. On the whole 
the American Export-Import Bank meets these requirements and can 
easily be reformed so as to meet them even better. The public investment 
institutions set up in Britain for economic development in the colonial 
tenitories are interesting institutional innovations- Also the one or two 
private investment foundations in the United States — basically nonprofit- 
making — have certainly their role to play. 

One result of a comprehensive, practical, and institutional study of the 
possibilities of reviving the international capital market would be to 
demonstrate the need for a large number of different instruments, which 
could operate side by side. Both the demand for and the supply of capital 
are very diversified. Thus, the need for medium-term loans for financing 
specific export deals is a very special credit demand. In this restricted 
field the national governments, incidentally, have proved to be much more 
up to the task than they have in long-term lending. This is understand- 
able, insofar as that is the aspect of international banking which comes 
nearest to internal finance. 

The problem is not so much one for America, where business has a high 
liquidity and can afford to take big risks on its own account or supported 
by either its normal banking connections or the Export-Import Bank. It 
is European business that has been losing out in Latin American tnarkets, 
and also in some parts of Asia, partly because it has not been able to 
compete with the easy credit terms offered by American exporters. In this 
field governments and their national banking dependencies can render 
their own export industries a significant service by supplying capital or 
underwriting the risk; and more generous grants ol medium-term credits 
in connection with exports would also be of considerable importance* to 
underdeveloped countries. If they added up to a certain volume they 
could actually serve as a revolving long-term creclit devoted to initial 
investments for economic development.^*"^ 

The granting of such credits is both rational and economically feasible, 
even on the part of a country that has no capital surplus and is in fact 
itself out to acquire foreign capital. The Italian equipment industry, 
for instance, has since the w\ar worked at only a pair of its capacity and 
many of its workers have been unemployed or uneconomical ly employed 
in the industry. If the rendering of export credits is a condition of a 
considerable increase in production and the fuller utilization of workers 
and existing plants, these credits are in reality financed by the increased 
production itself. This is a restricted field in which the international 
finance market can be considerably stimulated. Western Germany and 
Japan are well ahead in this field in many overseas markets. 

It would not be excluded that, as a sort of extension of the practice 
of export medium-term credits, industrial firms might be prepared to 
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extend their engagements in new industries in the underdeveloped coun- 
tries to a somewhat longer or even permanent partnership, and might 
obtain the necessary financial backing for this at home. A recently re- 
ported German financial undertaking connected with the export of equip- 
ment for a steel plant in India suggests one way in which this might work. 

A similar thought is also behind the proposal of the Secretariat of the 
Economic Commission for Europe, made in its recent study of the eco- 
nomic development of Southern Europe.^^ It is there suggested that there 
are possibiltics of increasing the amount of long-term and medium-term 
capital forthcoming by enabling underdeveloped countries to issue bonds 
for purchase in equipment exporting countries, part of wdiich would be 
resold to an international lending agency. Armed with the association 
— though not the guaranty — oi the lending agency, the country would 
then be itiore easily able to raise the remaining part of the credit in those 
countries where it could obtain the equipment to its greatest comparative 
advantage. Private capital could also be forthcoming, directly through 
purchase of part of the remainder of the bonds, or indirectly through a 
kind ol international financial consonium comprised of the international 
lending agency and a number of private commercial banks, in (ountries 
where balance of payments considerations do not bar such in\'Ostinents. 

I'hc underdeveloped couniiies need to bu) tcdiniquc as w'ell as equip- 
ment. In the advanced countries industries are usually intent upon pro- 
ducing products for sale, rather than selling their techniques. There 
must be more possibilities than are at present realized for industrial firms 
to undertake the setting up of plants in an underdeveloped country and 
kcejj a })art-invcstment in it, either permanently or for a determined 
period, while at the same time the govcnrincni guarantees the transfer 
of profit and, in the latter case, also the general amortization of the in- 
vestment. 

Professor P. N. Posenstein-Rodan has devised an ingenious technique 
for this purpose, which he calls a “management contract “ 'Ehe foreign 
firm contracts to set up and manage — for a limited period — a new plant 
in the underdeveloped country; the plant is owned from the start by its 
government, but the foreign firm helps to nuance it by granting a fixed 
interest-bearing loan for the duration ol the management contract, say 
5-8 years. This would avoid permanent foreign ownership and control, 
yet yield technical assistance and .some outside capital.^^ 

It will be a slow and painsiakmg task to rebuild an international capi- 
tal market yielding any substantial amounts of capital for economic de- 
velopment in underdeveloped countries. A great number of existing and 
newly created institutions and instruments need to be utilized. Govern- 
ments must become involved in many of these efforts, though so far as 
possible prevented from ad hoc interference in actual credit operations. 
The institutionalized saving, which is increasingly coming to dominate 
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the capital supply in all advanced countries, must in some way or another 
be drawn into international lending, too. And the underdeveloped coun- 
tries need in many cases to readjust their attitude to foreign capital in- 
vestment. As the lack of monetary stability and economic progress is a 
main deterrent to capital influx, the most general request to them is simply 
that they should be more successful in their economic development policy. 
However, this in its turn would be easier if foreign capital were more 
readily available. 

The Present Situation 

The main conclusion of this chapter is, however, that for the time being 
— and taking into account private loans and direct investments, govern- 
ment loans and loans from the International Bank, short- and medium- 
term export credits, etc. — capital just does not How to underdeveloped 
countries in amounts that are in any reasonable proportion to the gen- 
eral development needs of the world. Further, the little flow that there 
is trickles out in the most haphazard way, usually without any relation 
to real economic opportunities and real economic needs. There is no 
longer in existence a competitive international ca])ital market where sup- 
ply meets demand, bur only a broken remnant of a market, where the 
movements are blocked and perverted. 

In this chapter I am not discussing the need either for outright grants 
or for subsidies in the form of lower rates of interest than the maiket rate 
for capital — including payments for the element of risk. Such grants and 
subsidies ate required to enable th,e execution of social investment projects 
which neither the International Bank nor any other regular credit organ 
in the capital market can handle, precisely because the projects do not 
directly increase the borrowing countries' repayment capacity in the orig- 
inal currency of the loan. These grants and subsidies are, indeed, very 
different operations, and it is most desirable that they be kept separate. 

Rationally, credit on regular business terms should be allowed to per- 
form as large a part as it can of the common task of providing capital to 
the underdeveloped countries. The funds for aid will always be severely 
limited, and the need for them would be correspondingly smaller, the 
more effectively the capital market operates. It is therefore also very much 
in the interest of the underdeveloped countries that credit on business 
terms be enlarged to the practical limits, which will in any case be a much 
smaller amount than the actual needs. 

On the other hand, it is equally clear that international aid, devoted to 
external economies and social investments that are not directly profitable, 
will increase the number of really credit-worthy projects and so lay a 
basis for more credits on straight business terms. 



CHAPTER IX 


International Aid 


A Hesitant Beginning 

As 1 have suggested in Chapter IJI, in the lew countries within the 
non-Soviet world that have succeeded in approaching the ideal of national 
integration — among them the United Stales — that goal has not been 
attained by the unhampered operation ol an automatic price mechanism 
and abstention from discriminating interventions on the part ol the 
state and other tolleciivc units in the (ommunuy. The achievement of 
national integiation has, instead, been a political and social process 
aimed at organizing, controlling, and changing the conditions for the 
functioning of the price mechanism. This process has, however, been 
determined largely by the ideal — a living force in the minds of these 
nations — of achieving an ever-greater ecj[uality of opporiunity for all 
their citizens. One of the most important of state niiervcniions in the 
nationally integrated economies has been the increasing application of 
the principle of sharing burdens. The readiness to share displayed by the 
various groups comprising a nation-state has been an index of the 
strength of the psychological basis loi integration. 

From the evolutionary point of view, this process started in the local 
community. A village in any of our countries a couple of centuries ago 
expected that a large pan of the economic activities of the community 
would be handled through the "market eronomy.” The functioning of 
this market economy was closely regulated by mores and by formal 
established laws and regulations. In addition, however, there were a 
number of activities where benefits and costs were distributed not by the 
market mechanism, but in accordance with the principle of sharing. 

Benefits were meted out according to certain criteria: on a sort of insur- 
ance principle for those requirements which were of a universal character, 
such as legal and police protection, and protection against, and com- 
pensation for, fire; or on the basis of simple needs, such as education and 
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the exigencies of old age, sickness, and poverty. For this part, costs 
were apportioned on the principle of equity: per worker or per house- 
hold, per unit of land owned or harvest reaped, etc. The scope of activities 
under communal financing differed considerably, and in some countries 
it stretched far into the sphere of product n. 

One universal trait of the historical process of national integration 
was that functions were gradually taken over at a higher level of social 
organization: from the individual household to the local community and 
from both of these to cential state organs. In particular, as the scope of 
socialized activities increased, the financing, or part of it, was taken over 
by the state, even if it was left to the local communities to administer 
them. National defense was made necessary by international disintegra- 
tion and early became almost exclusively a state responsibility, but much 
more generally the sharing principle was gradually applied on the na- 
tional level in an increasing number of fields. 

In our time we witness hesitating attempts to extend this principle to 
the international level. Alliances have always involved some sharing of 
treasures as well as of blood, and the most common kind of international 
sharing we have seen has had a very clear national motive: the economiz- 
ing of blood. Nondefensive international tiansfeis without repayment 
have been limited to immigrants' lemutances, along lines detennined by 
consanguinity, and contributions for the relief of victims ^f disasters, 
whose plight can vividly be visualized. The extension of international 
sharing to economic and social needs after the Second World War and 
its organization as an interstatet respemsibility arc new thijigs. In the 
turmoil of today’s increasing international disintegration, this is one ele- 
ment working towards integration. 

To meet the needs of reconsiructioii and rehabilitation after the war 
a unicpie international organization was set up, UNRRA. It was 
liquidated in Furope barely two years alter tlie end of the fighting in 
the area, and in Asia a year later. This was, as wc know, one ol the crucial 
steps in the disintcgiatiou of the war’s Great Alliance. Fiorello La 
Guardia fought gloriously, but in vain, against what he considered to be 
great shortsighted n(\ss on the part of the go\crnment of his country,^ but 
only UNICEF survived — a salvaged remnant of a great humanitarian 
plan. It proved a little easier to preserve international solidarity for the 
needs of childten. 

Thereafter — and with the exception of the budgets of the United Na- 
tions, the Specialized Agencies, and the Technical Assistance Program, 
etc., which are quaiuitativcly insignificant— -international sharing of the 
costs of recon sti net ion and of development has follow^ed a principle 
different from that of intcinal sharing in an integrated national com- 
niunify: the defermination of the size of benefits and of their distribution 
has been virtually a matter for unilateral decision by the distributing 



INTERNATIONAL AID 


121 


nation. The form may vary, but that is the essence. It is akin to the 
charitable contributions by the lord of the manor, rather than to the 
levying of burdens upon themselves by the free men of the village or the 
elected representatives of the citizens in the modern integrated state. 

It is true that the elected representatives of a contiibuting country 
decide upon the award of a gift and impose a corresponding tax burden 
upon their citizens; but the gift is handed over to the receiving country 
without any participation in the decision by the government of that 
country and its citizens, other than to accept and to use it for the general 
benefit, under certain conditions laid down in agreement with the 
contributing country’s government. Governments have authority only 
within state boundaries. 

It is inevitable that some individuals and regions in the receiving 
country will be richer than individuals and regions in the contributing 
country — for example, in the case of the Marshall Plan, some areas of 
Denmaik or even Britain, France, or Italy, compared with certain areas 
of the United States. The same is true foi individuals, even if the receiv- 
ing country is a much poorer one, such as India. 'Phis is a serious psy- 
chological and moral difficulty in any intergovernmental scheme for the 
redistribution of income and wealth. More generally, the difficulty is, 
however, the lack of a really collective responsibility exercised through 
a democratic political process which can give reality to the demand 
that taxation shall be based on repiesentation. 

The ultimate reason for this difficulty is. of course, that we arc not liv- 
ing, and shall not in our time be living, under a world gove rnment which, 
through due political process, would decide upon a sharing of burdens 
and bring about a redistribution of incomes and wealth hy establishing 
individual, but imp rso?iaI, obligations and rights under the laiv. While 
fiscal and other redistributional policies have long bexm operating within 
all w^ell-iiitegrated cemntries. and with considerable er|ua)i/ing eifect on 
internal economic condition* within their boundaries, economic iiiccjual- 
itics between tin* various nations have been })ermitted to grow continu- 
ously. These inctjualitics are becoming incrtasingly exjdosive as the 
poorer countries’ development aspirations arc frustrate d while the alie.idy 
advanced coaritri(‘s forge ahead. "i Le very imperfect instruincnls at our 
disposal — our weak intergt'vn nmental orgaiii/ations-'-are, as will be 
discussed presently, nonetheless superior to iinilaUTal national philan- 
thropy. 


Sharing between the Rich 

So far, capital aid, as distinct from loans, to undcrdevelojrcd countries 
from the industrially advanced ones has not been channeled through such 
organizations. It has, further, been a comjraratively tiny stream, and has 
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been distributed to individual countries without any real regard to rela- 
tive need or economic usefulness. 

The United States has been the chief donor, but by far the greater part 
of its donations, including most of the Marshall aid, has not gone to the 
underdeveloped regions. From their point of view this aid has in the 
main been a sharing between the rich and industrially developed coun- 
tries, leaving the poor and underdeveloped ones not entirely, but largely, 
in the cold. In the whole postwar period, until December 1953, United 
States’ foreign grants — as distinct from loans — amounted to a net figure 
of 133.2 billion. Of this, $23.4 billion went to Western Europe, including 
its dependencies and Greece, Turkey, and Yugoslavia, of which $7.7 
billion was military aid,^ leaving $15.7 billion for strictly economic aid. 
Asia and the Pacific received in all I7.6 billion, I2.3 being military aid. 
Of the $5.3 billion nonmilitary aid to this area, $4.9 billion went to 
Formosa, Japan, the Philippines, and South Korea and rather less than 
half a billion dollars to other countries of the region. Latin America 
received virtually no aid.^ 

Marshall aid was of great benefit to the individual West European 
countries. It helped tide them over a period of serious exchange dis- 
equilibrium and enabled them for a numbei of years to keep their 
national investment quotas and their rate of industrial development at 
a high level. Indirectly, their cconomit advance — and, in particular, their 
improved exchange position — also benefited countries outside Europe, 
especially those in the steilitig and franc areas and in Latin America. 

Furthermore, Marshall aid was in itself a highly significant act of 
international solidarity by one natiem towards a number of other nations. 
It does not require any comprehensive or deep study of the American 
motives for this extraordinary aid to say from first-hand observation of 
the American people that, in the beginning, the main attitude was much 
more the positive one of sympathy and solidarity, rather than the negative 
one of fear of Comntunism. 

Willi ngne,ss to spend out of simple Christian neighborliness has always 
been a cultural trait of the American people, stemming from their Puritan 
background and the living conditions in a frontier economy, and pre- 
served by rapid economic progress. If, for instance, America did not 
institute a modern system of social security until almost the Great 
Depression, one of the explanations, which should not be forgotten, is that 
America had, and still has, the world's most generous and best-organized 
system of local voluntary sharing. It is true that the Americans tried 
eagerly to convince themselves at the very inauguration of the Marshall 
Plan that they were acting solely with their own national interest in view, 
but this was only a further example of the strange suspicion on the part 
of the American people of their own generous motives, which I once 
analyzed as a slightly perverted element of their Puritan tradition. 
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Even though the solidarity shown by the Marshall Plan was one-sided 
and largely confined to the United States, and even though it embraced 
only a selected number of nations, with which the Americans are closely 
related by cultural and blood ties, it nevertheless, and regardless of the 
underlying motives, demonstrated a concept that goes beyond immediate 
national interests, and so is important to our problem. If, with all the 
ups and downs, this feeling of oneness with those abroad could be 
gradually stimulated in other advanced nations, and especially if it could 
be translated into feelings of solidarity with the untold hundreds of 
millions of poor colored people in the backward regions of the world, 
serious progress could be made towards international integration. 

United Nations Proposals for Aid to Underdeveloped Countries 

In the foreseeable future, however, the basis of international solidarity 
will not be firm enough to support, at tiie best, more than a vei‘y modest 
scheme of inicrnational aid to under devtloped cf un tries. To make a 
comparison that inevitably comes to mind, it can hardly be more than a 
tiny fraction of what the advanced countries are prepared to pay for 
their own defense. 

'I’hc United Nations experts on econoitric development calculated that 
for the underdeveloped (ountri(.\s tire capital m'eded annually from abroad 
for industry and agrirulture alone (that is, exchuling complcmeniary 
social invcstmeijis),' in order to ensure ih(‘ vcr\ modest increase in per 
capita income of 2 per cent a year, would be around ten billion dollars.'* 
This would hardly be 15 per (cnt of the total burden of expenditure on 
defense underiakcn alter due political process by the citi/ens of the 
advanced countries/ 

One may think that this estimate erf the capital needs for sucii a 
limited development cfToit is r little on the high side and that, in addition, 
as I have argued in the last ^^hapter, as large a nart as possible of these 
capital needs should be pnrvidcd for by ordinary credits rather than aid. 
But even a tenth of that amount, corresponding to no more than 1 or 2 
per cent of real armament costs, would for the time being not be loith- 
coming from the present inadequate t^asis of human solidarity. 

The United Nations experts quoted above urged most strongly that 
some mechanism be created lor transferring to the underdeveloped 
countries grants-in-aid, reaching eveniuaJl) three billion dollars a year. 
This, according to their calculations, would be less than 1 per cent of 
the aggregate national incomes of the advanced countries in the non-Soviet 
world. These nations are not yet prepared to set up the proposed Special 
United Nations Fund for Economic Development, with the modest ini- 
tial minimum capital of two hundred and fifty million dollars — ksi tha"n 
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a tenth of what the experts wanted to become the annual aid and cor- 
responding to only a fraction of i per cent of the advanced countries' 
annual defense burden. 

Interestingly enough, the main reason invoked by the major powers 
for refusing the scheme was their defense burdens. From many points of 
view this is faulty logic; for even the size of the annual lluctuatioris of 
the defense burden is many times larger than the proposed minimum 
amount of the fund. Bad logic can be realistic psychology, however. The 
refusal probably corresponds accurately to popular feelings oi, anyhow, 
to feelings in the legislatures, as they respond to the cold war. 

Reasons for Internationalizing International Aid 

Whatever the level of international aid to underdeveloped countries, 
there are important reasons why we should continue to press lor organ- 
izing as large a part of it as possible through international agencies with 
policy-making responsibilities. 1 shall try to spell out what some of those 
reasons are. 

Only by insulating in this way the ultimate receivei of fm.iiKial aid 
from the contributor will it to some extent be possible to lemove the 
political element from this international redistribution of resounts, or at 
least to keep to a minimum elements of demagogy, log->olling, and 
pressure politics. It is true that at the present stage oi international 
integration, or rathei disintegration, where the solidarity basis is almost 
nonexistent, it will be difficult to induce the contributing goveniments to 
abstain from national glorification, the possibility of manipulations, and 
the political pressure value that governments who give wani to gain in 
return. For their part, some of the receiving countries that aic in a 
stronger bargaining position to secure unilaieral aid from tlic United 
States or other advanced countiics may occasionally leel that they have 
good reasons for wisShing to by-pass an iniernational agency possessing 
responsibility for a just and economic distribution of aid. 

All in all, and notwithstanding the strain of the cold war and the fad 
that aid has been mainly unilateral, I believe that there are reasons lor 
astonishment that there have not been nu»rc ulterior motives behind the 
considerations of aid, particularly in the United States. NaiTOwly con- 
ceived national motives have never been exclusively doininani at any 
time. Further, wc should not hidi‘ from ourselves die fact iliat even if the 
function of distributing aid is handed over to an internal ioiial agency, it 
will often be impossible to keep out some of tlie undesirable sorts of 
national pressure. 

And yet, even if only part of the aid is canalized in this way, and even 
if an imernational aid agency displays certain weaknesses in the face 



INTERNATIONAL AID 


125 


of national political pressures, the very establishment of such an agency 
would be a significant step in the direction of international integration. 
Many of the successful institutions in our well-integrated national states 
have had imperfect beginnings. 

1 am acutely aware that the cold war has caused feelings to harden 
and that the present trend is rather towards the national and political 
organization of international aid. Piolessor Jacob Vincr has recently 
stressed this trend in a rather blunt way. 

He first expresses his opinion that “if only strictly economic consideia- 
tions were involved, such requests [lor aid] would have no chance of 
receiving serious attention on the part of the advanced countries. . . . 
It is only because strategic considerations are involved that iccjucsts of this 
kind by the underdcvelo])ed countries have any degree of political 
practicability. The underdeveloped countries arc to some extent pawns 
in the play of power politics."^* 

After some further reasoning — where he also notes that “sympathy for 
the distress of peoples subject to mass jioverty wdl play a part" — he 
reaches the following condusion: 

The only lactor which could pcisiiade us to undert.ikc a really large program 
of econoniK aid to the undcidcv#‘lo})ed (ouniiies would he the decision that 
the friendship and alliance of those countries arc strategically, politically, and 
psychologically valuable to us in the cold war, that etononuc aid on a > irgc 
scale can be relied upon to assure such hiendship and alliance m us. and that 
the cost to us ot a greatly enlarged program ol cconoinir aid would not he an 
excessive price to pay for these strategic gains. 

To Vincr’s statement, T would add a few lemarks which ) believe are 
ol imporlanc^e for ? 'ulh r and more rational ajrjireciation ol the problem. 
Vainer does not mention the seiicjus pc^ssibilily ot a dctericnation of si.md- 
ards wdien international aic^ is distributed according to strategic priu 
ciples and its use is conditioned by politkvd considerations in the receiv- 
ing as well as in rhe contributing country. As experience has shown, ining- 
ing politics into iiuernational aid tarries the danger that the moral and 
economic fcnindations tnay (rumble. 

One obvious danger is that economic aid becomes reserved for the 
emergency cases, which usually are also the bad cases. Mr. Eugerc Staley, 
who has written a book on tiie United States policy towards [hv under- 
developed countries from the explicitly stated viewpoint of how to save 
tlicm from Communism and draw them into political alliance with the 
United Slates in the cold war, formulates in the following w^ay the 
practical dilemma which meets the strategic aid policy: 

If we do not give vigorous support to governments that arc trying to move in 
progressive, democratic directions when they need it and want it, wc arc likely 
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to be forced into the position later of having to back a government that is bad 
by our standards for the sole reason that it is the only available alternative to 
a Communist regime. . . . When in order to prevent a Communist seizure we 
have to back a corrupt or unpopular or foreign-dominated government, we do 
immense political harm to our world position. ... In that case, also, the 
appropriations are likely to go mainly for military measures, with bad political 
repercussions, much more than might have been required to get better results 
by forehanded economic aid. . . . How long will it take us to learn that when 
a progressive reform government happens to be in power in an underdeveloped 
country we should go all out in aiding it to grapple with its economic and 
political problems?”^ 

A selection according to political needs is often bound to imply the 
diversion of aid into the “rat holes/' to use an American expression. 

The case against the strategic aid policy is well brought out by Mr. 
Adlai E. Stevenson in his recent book Call to Greatness: 

A policy based just on anti-Communisra and military potency is not in the 
spirit of this great movement of the twentieth century and wdll win few hearts. 
The challenge to us is to identify ourselves with this social and human revolu- 
tion, to encourage, aid and inspire the aspirations of half of mankind for a 
better life, to guide these aspirations into paths that lead to freedom. To 
default would be disaster.” 

1 am not one of those who think that economic aid is a mirack drug and a 
sure cure for ail ailments, and especially when it is allocated and judged here 
at home not on its value in building stable, democratic societies, but in winning 
a country, India lor example, to our side. , . . We shall have to learn that we 
cannot buy agreement or effective hlliarue among the new states of the Middle 
East and Asia with economic or military aid. All we can do, and in my judg- 
ment must do, is to help with the building of free and independent govern- 
ments whose people will defend them.® 

The danger is also, as a wise European historian of diplomacy has 
recently explained, that “w^hen one state is completely dependent on 
another, it is the former which can call the tune; it can threaten to 
collapse unless supported and its protector has no answering threat in 
return/'^® 

The underdeveloped countries, on their side, are reluctant, and will 
be increasingly reluctant, to accept the role assigned to them by the 
strategic aid policy as “pawns in the play of power politics.*’ Lord John 
Boyd Orr is aware of this: 

It is given not in the interest of. the people, but to stop the spread of Com- 
munism in the interest of the Western powers. An American has said that 600 
million dollars could save India from going Communist, To bring India 
within the sphere of influence of the United States at a cost of a dollar and a 
half per head of its population would be a good bargain if it could be carried 
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through. But India, proud of its independence, could not be bought by all the 
wealth of the United States, and that goes for all the resurgent nations. 

Former Ambassador Chester Bowles explains similarly, and from 
careful and intelligent first-hand observation: 

Anyone who knows South Asia also knows that if Point Four aid seems to 
be in any way tied to our military and alliance system it will be rejected by 
most of the nations which are in greatest need of help. For tlicir own reasons . . . 
these countries are determined not to become formally identified with either 
the American or Soviet side in the cold war, and if our oflPer of assistance has 
even the most indirect military overtones, that will be the end of it.^* 

I have already observed that some governments in underdeveloped 
countries might feci they can obtain more from a unilateral than an 
international management of aid and so favor that alternative; many of 
them, however, will not. Even in the former group of countries, there 
will be a tide of public opinion opposed to this policy of their govern- 
ment, and the end result may well be animosity towards a contributing 
country, accused of trying to buy for money friendship and strategic 
alliance in the cold war. 

As to how the money should be spent, it is, further, obvious that a 
poor country will willingly and gratefully take much advice from, and 
even control by, a properly established international body, working under 
intergovernmental sanctions, which it will not willingly accept, or — 
because of public opinion — not be able to accept when prodded by a 
rich and exuberant world power. 

Giving and taking aid is an extremely delicate matter, the psychology 
of which should be studied with utmost care before a position is taken. 
This is particularly needed when the giving country is a world power 
involved in a violent world conllict. In the interest of international 
harmony and understanding would, however, warn ofl any country from 
giving, or receiving, unilateral aid, except when there are no other means 
available. If this is the situation and unilateral aid becomes a necessity, I 
would advise the most circumspect consideration of the political and 
institutional form in which it is going to be awarded and leceived. In 
this connection it should be especially noted that the blunt political 
practices in Washington and the controversial habits in Ainerican public 
discussion, which are so admirably suited to the needs of domestic 
politics in a great and consolidated democracy, are not conducive to 
saving the faces of governments in underdeveloped countries which receive 
unilateral aid on political conditions. 

Finally, in the United States itself, this hard-boiled policy, which is so 
definitely out of line with the cherished humanitarian traditions of the 
nation, will not be an inspiring one. I personally doubt very much 
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whether a comprehensive and lasting policy of international aid on a 
strategic basis will ever have the chance of becoming accepted in the 
United States. To the minor — and, from the point of view of real 
economic needs and real effects in promoting economic development, 
rather haphazard — extent that this policy has been tested out, the results 
abroad arc not very encouraging. The effects at home of unilateral, 
strategic aid policy will in the longer run almost certainly be disappoint- 
ment and frustration, compunction and bitterness over the aid-receivers' 
ingratitude; in the end the result is likely to be a reduction in the amount 
of aid forthcoming from the United States. I have further comments on 
this problem in Chapter XIV. 

•The Necessity of a Fairer Distribution of the Burden 

A second important reason for distributing aid through international 
insiitutions is that only thereby will it be possible to adiicve a semblante 
of a fair distribution of the burden among the countiies that arc better 
olf. 

So far the burden of aid to independent undeidc\ eloped coitntx-ies, to 
the extent that there has been any, lias lu'cii shouldered almost entirely 
by the United States and, to a lesser degree, Britain and the economically 
advanced Commonwealth countries associated with the Cohrmbo Plan. 
Fhere are really no grounds at all why other countries, such as the 
Scandinavian group, should not accept a fuller share of responsibility for 
international aid. Neither is there any justification for certain countries, 
and in particular the United States, to shoulder such a disprojiortionately 
large part of the burden. 

All thOsSC other countries which now hold back from giving their full 
share can answxr that they need the funds tor their cxwn development: 
but this is hardly a legitimate answer. Almost every farmer or businessman 
could give the same argument when he has to pay his taxes. In fact, even 
ihe United States can point to other useful employment for its taxpayers’ 
money. I’hough foreigners have been led to forget it, and sometimes 
Americans too, the United States also has city slums which it wants to 
rebuild; in many pans of the country die need is felt for more classrooms 
and more teachers, and it is generally recognized that the teachers are 
underpaid; many remote areas are pleading for modern medical facilities. 
And there are many cointhouses and Post Office buildings, bridges, and 
dams that have not been erected because the budget was too tight. 

But international aid, like national redistribution, is founded upon the 
idea that from the viewpoint of common goals and in a spirit of solidarity 
somebody’s money is better used lor assisting somebody else; this does not 
presume that the giver has no otlter good use for it himself. Furthermore, 
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if fairly apportioned, the share in the total amount of aid to under- 
developed countries that has any likelihood of being generally accepted 
in the present circumstances would not be overwhelming to any country'. 
If the industrially advanced countries were prepared, not to lower their 
standards (which has never been suggested), but to set aside a small share 
of the expected future continuous rise in their standards, say. a fifth of 
the normal annual rise in their per capita national incomes, this would 
amount to a sum several times greater than that presently discussed. 

As things are today, it would, of course, not have been practical for the 
experts appointed by the United Nations to make recommendations for 
an international fund for economic development to come out in favor 
of levies which, once internationally agreed, would be compulsory. Their 
suggestion that, nevertheless, the fund should not be established before 
there are at least thirty contributing nations is an illustration of fheir 
appreciation that aid is “indivisible.’’ 

To propose that all aid should be distributed by a United Nations 
agency, while assuming that the United States nevertheless should con- 
tinue paying for go per cent of it, w-^ould be a preposterous and impossible 
solution. A truly international endeavor must be based on a fair and 
leasonable sharing of the burden. This is the true challenge to all 
counti'ics raised by the need in our increasingly interdependent wwld 
for international aid. 

One reason why 1 am so adamant on this second reason for organizing 
international aid inter nationally, is its reievance to the first one. Only 
if we reach a universal and equitable participation by governments in 
international aid can wc hope succc^slully to strive for the elimination 
of political considerations. From the luxury of Iris independent status in 
the academic world and in his elloits towards objective analysis, a scholar 
can freely criticize the unpleasant sides ol pressure politics in an inter- 
national undertaking. A go\i. ;nment has no such independent intellectual 
recourse; instead, it has power. Bur in inte r national aJfairs, even more 
than in domestic politics, there is no real representation without taxation. 
A government tliat docs not pay its due share has little voice. It uu'ght 
well hold that the matter is none of its concern. T his, IiowcA^er, is a 
short-sighted view, because we arc Iwing logcdier on a shrinking globe, 
and the way these matters a^ liandlcd is of considerable interest to all 
countries — indeed, to all men. 

The third reason is tliat only under an internationally agreed system 
of widely shared responsibility among the advanced nations will it be 
at all possible in the present political climate for the aid forthcoming 
for this purpose to reach any major magnitude and acquire a basis of 
stability. People in the United States who are conscious of their truly 
unprecedented international philanthropy in the postwar period — of 
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which, however, very little went to the underdeveloped countries — are 
now suggesting that aid should stop. The Randall Report states harshly: 
“Underdevelofjed areas are claiming a right to economic aid from the 
United States. . . , We recognize no such right/’ When speaking about 
“right,” the commission does, of course, not refer to positive international 
law, but to natural law, to moral obligations. This statement is important, 
because it probably expresses realistically the opinion of the majority 
of the American people* finding themselves as almost the only donors, 
1 believe that the spread of the strategic aid idea, which I criticized above, 
has also its psychological basis in a feeling in America that the lack of 
universal sharing is unfair. 

The United Nations expanded program for technical assistance — which 
has no capital to lend or give away — represents on a very small scale an 
institutionalizing of international assistance, and this is of itself a fact 
of no small importance. It stands for the recognition of the principle of 
international solidarity on a really worJd-wudc scale and, indeed, ex- 
emplifies an approach towards a sort of international taxation for com- 
mon ends. But when the United States, in addition to a very much 
bigger national undertaking under Point Four, promised to match 6 o 
per cent of every other contribution over a certain level to the United 
Nations program in order to get it agreed upon, and when this was 
accepted by the other countries, and the whole scheme placed on the 
basis of yearly voluntary contributions, the political balance of that 
scheme was destroyed and its possibility ol sound growth was circum 
scribed. 

Whatever extra or exclusive responsibility the smaller countries may 
have found it right and proper to let the great powers carry on behalf 
ol the Arab refugees or the reconstruction of war-damaged Korea — since 
they felt little share themselves in the lesponsibility for the policies when 
the catastrophes were developing — the small scheme for United Nations 
technical assistance should have been made a really common undertaking. 
In the same way, the liquidation of UNRRA undoubtedly cannot be 
discussed without bearing in mind that at the end the United States was 
paying the totally dispropoitionate share of 77 per cent of that organiza- 
tion’s budget. 

The Awkward Fact of the United States’ Bigness 

At bottom there is, of course, the serious reality that in the non- 
Soviet world the United States is economically so disproportionately 
big and its national income so large a part of total income in that part 
of the world. That is undoubtedly one of the main reasons why it is so 
exceedingly difficult to build up and sustain truly international organiza- 
tions. 
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Under any system of fair shares the material contribution of the United 
States must be by far the largest of any country. If the United States tlien 
wishes to have a say in the control and policy of an organization in 
relation to its contribution — which from its own point of view may seem 
reasonable — the other and, particularly, the smaller countries, are apt 
to slip away and keep aloof. I'hat, however, only tends to make the 
organization still more dominated by the United States which, in turn, 
wull give more real cause foi the others to withdraw still further, and so 
on in a cumulative fashion. 

The United States may then choose to “go it aIone“ whenever it really 
matters. The detrimental effects of such a development in the field of 
international aid arc serious and have been commented upon above. 
In the climate of the cold war the United States may be tempted to use 
aid as a means of political influence; the receiving fountiies will anyhow 
suspect such a purpose, and the new theory, which 1 have referred to, 
of strategic aid will only confirm it for them. I’his wall insert still an- 
other element of conflict among and witliin nations It will, furthermore, 
tend to destroy the economic nouns for giving aid. In the end, it wull 
act as a powerful motive for the United States to get out of it all by cut- 
ting down the coasts of inteniational aid. 

The general problem created by the tclative size and power of the 
United Stales has not been solved in any of our international organ- 
izations, and it is doubtful whether it can be solved in an ideal fashion. 
Though we do not live in an ideal woild, some makeshifts and compro- 
mises are, however, better than otheis. The International Bank has rightly 
been characterized as “in efieei an American lending agency”; but it 
has been able to carry on its activity with a considerable degree of 
independence and objectivity. It was set up as an international agency 
with internationally decided and fix(‘d norms for its operations; if the 
present trend towards a greater part of the funds being arijuired in the 
capital markets of other countries is continued and strengthened, the 
Bank could bconne still more independenr. 

Likewise, if an international aid agency could be set up and given 
equally definite terms of reference, and if other countiics comiudted 
themselves to some real sacrifices— never bigger than abstention fiom 
a smaller part of their expected rise in wealth and welfare- -it would 
have a similar chance of inde ndcncc and objectivity. One of the prob- 
able effects would be that even the Ameiican contributions would be 
more regular and larger. 

I have quoted above a rather harsh statcrxienr from the Randall Report, 
but it should not be forgotten that there is in the United States, as in 
other advanced countries, a minority with much broader views; it was 
actually represented in the commission by the young trade unionist, 
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Mr. David J. McDonald. This minority would get a better hearing and, 
indeed, have a more valid cause, if the advanced countries outside the 
United States would come forward with greater generosity. 

The Problem Will Stay w^ith Us 

The conclusions we reach are not very encouraging, at least not in the 
short view. In the last chapter I discussed the defunct international 
capital market, which is now bringing forth virtually no capital on com' 
mercial terms for the development of underdeveloped countries. What- 
ever happens, the flow of capital will, mder any foreseeable conditions, 
be altogether inadecjuate from the point of viev' of ihe under tleveloped 
countries* urgent development needs. In addition, w'c find that the pros- 
pects for any sizeable amounts ol aid to be made available are bleak. 

Before the last war, very few people would have taken seriously a 
demand for organized measures of redistribution between nations. The 
principle is now accepted, for instance, in the field ol technical assist- 
ance, but the actual amounts of international funds involved are infini- 
tesimal. It will probably take a long time before the richer nations are 
prepared to accept appreciable sairifices for the sake of the economic 
growth and the social welfare of the poorer nations as regular and estab- 
lished burdens upon their taxpayers. 

Inevitably, though, a policy oi international economic shafing will 
gradually, short periods of retrogression apart, come to involve ever 
larger amounts of direct assistance. For the immediate future, liowevtT, 
what I have called the .solidarity basis — the (onsciousness ol common 
interests and purposes and the willingness to make sacrifices for the 
countless families in underdeveloped countries— does not appatcntlv 
exist to the extent that would make available large inci cases of economic 
aid. 

Naturally big things can happen. I'he cold war may subside still fuithcr, 
delcnse expcndituic may decline, and it might then come to pass, as Presi- 
dent Eisenhower has suggested and the United Nations envisaged in a 
resolution, that the advanced nations would be wdse and generous enough 
to devote a large part of the savings from disarmanu'nt to aid for under- 
developed countries. Or tliere ^nay be a depression, with the advanced 
nations enlightened enough to want to increase the purchasing power 
of the underdeveloped counliies. On the other hand, the reaction to a 
reduction in aimament expenditure or to a depression might just as 
likely be the opposite; that would regrettably be more in keeping with 
tradition. 

Meanwhile, the United Nations various forums for international 
economic debate are increasingly being used by the underprivileged 
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countries to launch concerted attacks, demanding reform of the present 
system of iniernational distribution of wealth. On many occasions the 
heated controversy on this new front almost succeeds in stealing the 
show from the political East-West conflict. 

One thing is certain: the poor countries will raise their voices louder 
and louder. They will not recognize as true progress towards interna- 
tional integration a world development under which they remain poor, 
or even, as has been the case in recent )ears in some parts of the world, 
become poorer, while the ridi countries become ever richer. They will 
not recognize our “right” to stay aloof. 

Relation to Internal Ineoijalities in Underdeveloped Countries 

One last note must be struck belore we leave the problem of inter- 
national aid to the poorer countiies. The l)ackwardncss and the absence 
(jf national integration in these countries is also shown up by the fact 
that their internal distribution of income and wealth is most unecjual. 
It is, indeed, a regular occurrence endowed almost with the dignity of 
an economic law that the poorer the country, the greater the difference 
between poor and rich. 

This often creates a paradoxical situation at international conferences. 
The poorest countiies are often reprc'sentcd by very lich, occasionally 
fabulously rich, individuals, while* the richer countries are represented 
by ordinary middle- and upper class peisons who, for (he most part, have 
inherited little and, though enjoying incomes in some relation to their 
talents and having assembled funds for nuKlest security, are not at all 
rich in the oriental or Latin American meaning of the word. This reflects, 
of course, the socially significant lad that, wlule we in the richer nations 
are ruled by governments that are effectively contiolled by the masses 
of people, the poor countries are often ruled by oligarchies of very wealthy 
individuals and families. 

In such a general issue as that of iniernaiional aid it can be observed 
that even when the government representing a poor country rests upon 
such an oligarchy, it will most often voice on the international scene 
the real interests as they are felt by the nation as a whole -and would 
no doubt bo expressed if the masses were politically conscious and alert 
and were effectively represented. But (here arc certain inhibitions natural 
in the situation and there are certain sour overtones to their pleas for 
help for their poor citizens. 

As for the richer nations, it becomes, of course, impossible for them 
to avoid a feeling that it wcjuld be appropriate if the poorer nations 
reformed themselves and taxed more heavily their own wealthy individ- 
uals, before they come up with demands for the taxation of the nations 
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tliat are better off. This criticism is seldom voiced openly and almost 
never in this blunt form; but as an underlying thought it is present in 
most of the international debates on international aid.^* There can be 
no doubt that it represents one of the not unimportant elements imped- 
ing its growth. 


Aid as Insurance against Revolutions 

My purpose in this chapter on the international redistribution problem 
has been to analyze seriously, coldly, and realistically an increasingly 
glaring inconsistency in the valuations undei lying the main value 
premise of our analysis: international intcgi ition. I'he valuation con- 
flict is potentially the more explosive, as governments arc separate and 
sovereign, and as there are no political instruments for attaining a com- 
mon policy other than bilateral and multilateral negotiations and 
agreements between governments. 

ft is interesting to note, though, that — in the same wav as in the early 
stages of the development of the advanced nations — redistribution was 
often justified to the richer classes as an insurance against social revolu- 
tion, so international aid to the poorer countries lends today in the 
advanced countries to be regaided as a means of preventing them from 
turning to Communism. 

The insuiance theory of social policy in the now advancetl countries 
was in those days never very popular among enlightened people. Never- 
theless I often wonder whether it did not contain a kernel of realism. 
As 1 showed in Chapter III, the most advanced countries have now 
reached a stage where the cla.ss struggle has been almost tamed and 
harnessed to democratic institutions of all sorts, in the framework of 
which interest conflicts are solved by successful collective bargaining. 
They have moved so far towards social balance because of the enormous 
strides made in economic progress, ciowded into a few decades, and 
because of an increasing realization of human equality of opportunity. 
It seems almost superfluous to point out the close negative correlation 
between the percentage of Coiimiuriisis in the electorates of different 
countries in Western Europe and (he rate of economic progress and 
attaimnent of ecjuality of opportunity for the masses of the people. 

Nevertheless, I feel some doubt in applying this theory internationally. 
To begin with, 1 am not so certain as most of those who take up this 
theme that the danger is necessarily Communism or economic radical- 
ism generally. I do believe — in later chapters I shall show why — that if 
the underdeveloped countries do not achieve some real and substantial 
success in their strivings for economic development, they will be faced 
with very serious dangers of political cataclysms, and this within a rather 
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short time. But I think a great care should be exercised before suggest- 
ing the precise nature of these possible cataclysms. In many cases a further 
spread of military dictatorships or other forms of Fascist rule seems, 
indeed, a more probable outcome, at least in the short run; in some other 
cases the results could be merely social and political decay and bottom- 
less misery, lasting perhaps for decades. 

By this I would not want to minimize, however, the very great possi- 
bilities, particularly in the long run, for the spread of Communist ideas 
among both the intellectuals and the masses in many regions w^here 
economic development would continue to lag. Neither w< old I assume 
that, to a democrat, the spread of dictatorship and Fa^icism represents 
under all circumstances a lesser evil. 

Pertinent to the problem ot inicrnaiional redisiribmion. as well as to 
the even bigger problem of reorganizing and imf>roving the regular 
capital market is, further, ihb pKihahiliiy thni we arc not given long to 
wait, and also that only a rather suhsiantial and stable rate of econ(»mic 
progress in the UTidcrdeveloped rountiies will cnal^le pob'iiral disaster 
to be averted. Retarded, slow, and imevt'n progo.ws :nay actually lie 
equally or more conducive to these caiachsms than continued total stag- 
nation, assuming the lattei won' a political alternaiive. The insurame 
premium against revolutions abroad cannot, tlicrelore, be a cheap affaii. 
It was the very rarud and great progress in oui lu^w well integrated coun- 
tries that in veiy rerent rinus woiked the iiiir.u !(' ol uniting our nations 
into real democracies; beloie that time the woihl was d^flereni and levels 
(.»! living were never so desperately low. 

Professor Ragnar Nurkse has recintly drawn our attention to the 
importance internationally of the “demonstration effect”: “the simple 
fact that in the world today tJic attiaction of advanced c()nsumj>uon 
standards exerts itself fairly vadely, (hough of couisc unevenly, among 
the poorer two-thirds of mankind.^^ .As Nurk.se points out: “Their con- 
cern for economic developnicni is itself, in an oi)vious sense a demon- 
stration efTect; it would ba dly be so piunoiinced il the high-income 
nations lived on a different planet.” Aid and recluiival asdsiance, awarded 
as at present in homeopathic doses and wiihoui any sizeable inflow' of 
capital, while spreading knowledge about our ways of life and our ^on- 
sumjuioii habits and generally con.r.hiuing to speeding up “the great 
awakening,’ will raise expiciancies and ambiiinus rbai wull only be 
frustrated. 

'Mr. Paul Strecten, of Oxford, with whom I have been corresponding 
on these questions, observes: “Someiirnes 1 ibink it is not so much the 
absolute level of poverty that makes for Coinmunisrn as. having become 
somewhat better off, nor growing bciter ofl fasi eiumgh, paiticularly if 
the initial improvement is accompanied by contact with people who 
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are much better off. American aid brings not only goods but also superior 
American consumption patterns, and the divergence between ambition 
and fulfilment stirs up revolt. There is also, as you say, the spread of 
the ideals of equality and btotherhood. A little American aid may be 
a greater force for Communism than none — which, obviously, is no 
argument against aid.” Kut it may be an argument for a truly interna- 
ticmal aid given on a sufficient scale. 



CHAPTER X 


The Consequences of the Cold War 


An iNDtPENDENT VaRI\11LE 

It falls outside the scope of this book to analyze how the present inter- 
national tension between East and West originated and developed. In 
the treatment of the problem of international economic integration in 
the non-Soviet world, which is (he subject iinutcr of this book, the whole 
complex of consequences of the cold war is taken as an independent 
variable. 

If the tension should materially subside, many causes of international 
economic disintegration in the non-Soviet world would be removed and 
the fundamental character of the problem wonld (hange. If, on the con- 
trary, it should explode into a third world war, all our strivings will have 
been futile. So much can he said with certainty. It can also be slated 
that the cconomie costs of the (old war to the iiun-wSoviet world — as to the 
Soviet world — are considerable. Nations bear ihcm because they see no 
altcrnaLive, or only an even worse alternative. 

Unless we take due and honest account of the elTccts of the (old war 
our whole analysis will be illusory. When, however, w'e come to the 
problem of assessing more precisely the lull c(.^sts ol the cold war, we 
come up in most cases against insurmountable cliHiculties which are 
inherent in the very magnitude of these elk'cts "Eliects” in this context 
means logically the dillcrcTice hetveerr t!rc situation that is and the 
situation tjiat would have Ircen, liad there been no cold war. This hypo- 
thetical situation, wiiii whicii we must compare the frresent, can be re- 
garded as so far from actual reality tlrat in tiiany respects it cannot be 
determined as a hyjxrthesis should be. I'o be asked even to guess at some 
of the effects of the cold war. therefore, is an nun ascniable proposal. It 
is vital to be aware of this limitation upen our judgment, because it is 
precisely in respect of the econcmiic efieds that the cliHiculties of assess- 
ment prove insurmountable. 
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Migration, Capital Movements, and Trade 

Some of the economic effects of the cold war on the non-Soviet world 
are certainly minor; for example, the cessation of migration between 
the two parts of the world — except for the stream of refugees from the 
distuibed border regions of the Soviet sphere. The almost complete 
absence of rnigralion over national boundaries is a general situation to 
which the whole world is becoming adjusted. I'his fundamental change 
in international labor mobility during the last forty years is not caused 
by the East -West tension, and it is unlikely that the cold war has made 
much difference. 

Another point is, however, that the obsiacles to travel between the 
two groups of countries and the breaking down of professional ties, and 
in many cases of personal and family relationships, have gravely discon- 
certed people in the Western countries, lu its cumulative effects this 
isolation, together with all the other factors, has undoubtedly contributed 
to the deep-rooted suspicion and animosity which have replaced the 
confidence and sympathy cultivated in all the belligerent countries 
during the war years. Such noneconomic effects are not at all unimportant 
for the problem of international economic integration, the solution to 
which must be sougln not least on the psychological level. 

The effects on cajiital movements constitute, however, a major factor. 
Under different circumstances the industriali/ation ol the Eastern coun- 
tries bordering the Soviet Union could have been partly undertaken on 
the basis of capital imports from the Western countries; a scheme like 
that developed by Professor P, N. Rosenstein-Rodan during die w’ar years 
would have been perfectly feasible.^ The idea of large-scale credits from 
America to the Soviet Union was officially envisaged at the end of the 
war, but w’as soon dropped in the process of mutual adjustment to rising 
hostility after the wartime alliance. Its possible direct inllueiice on eco- 
nomic reconstruction and development in the Soviet Union should not 
be exaggerated, but as an element in building up a spirit of friendly 
cooperation and giving a momentum to trade it could have been of great 
important e. 

The real effects of the cold war on capital movements go much further. 
In the non-Soviet world the cold war creates the fear of imminent risks 
of various kinds, including the risk of a new world war or of localized 
wars involving regions on the cold war frontier; it also implies the risk 
of political disintegration of the non-Soviet orbit by a process of secession 
to the Soviet block— all of which adds to the various other factors, re- 
ferred to in Chapter VIII, that hamper international capital movements 
in the non-Soviet world. 

It is, moreover, easily the major factor. We have only to cast our minds 
back to the closing days ol the war, when the planning was done for a 
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better and a peaceful world to be guided by tlie benevolent and confident 
cooperation of the Allied Great Powers. This hope and expectation of 
great power cooperation prevailed in all the belligerent countries, and 
particularly in America; it was in fact the basic assumption underlying 
all the schemes lor international organizations that were then put for- 
ward and, in part, given specific shape. It is clear that in such a world 
even the revival in some form or other of the international capital market 
might very well have been feasible. 

The gradual diminution of trade between the two gioups of countries 
has likewise had very serious effects.^ 'I'he decline of Ea:»t-West trade 
has been one of the factors contributing to the acute dollar problem of 
Wesicrti Europe but has, of course, had much wider effects on the eco- 
nomic development of many countries. Certain countries are particularly 
hard hit by the present situation. It is thus difficult to see hem a country 
like japan can ever hope to become viable inside the non-Soviet group, 
if it may not trade with China. 

In the context of the cold war the usual comparisons with the prewar 
level of trade between Eastern and Western Europe aie misleading, be- 
cause the prewar level was itself abnormally low — in the case of trade 
wdtli the Soviet Union for political reasons, and in the case of other 
Eastern European countries because of their economic stagnation in the 
inter war period.^ 

if we mean by tlie effects of the cold war what we logically should 
mean, we must compare tlie present low level cd East- West trade — 
wliich is down to less than a half of the prewar volume — with the level 
that could have been reached, were there no political split. That level 
would be higher, probably very much higher, than before the war, and 
higher still, of course, by comparison with the present level. Just how 
much higher is impossible to say. 

If the trade barriers between the two groups of countries v;cre lowered 
and trade gradually resumed on a somewhat bigger scale, there would 
undoubtedly be some easing of the econoTrnc dift cullies of the non-Soviet, 
as well as of the Soviet world. For this reason, all governments- -including 
the government of the United Stat<\s, so far as Europe is conccnied — 
have repeatedly and persistently declared increased East-West trade to 
be their policy, and given active support to concerted efforts in this 
direction. 


Eetects of the Armament Expenditure 

Certain other effects of the cold war on international conditions in 
the non-Soviet world are of a similar magnitude, though even more 
incalculable. Fighting in Korea and Indochina has been expensive. Apart 
from these actual war costs, armament expenditures for military prepared- 
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ness have assumed very considerable proportions in the United States — 
and, as far as one can tell, no less so in the Soviet Union — and they are 
very high in all industrially advanced countries. On the whole, non-Soviet 
Asia, Latin America, and Africa are as yet hardly engaged in the arma- 
ments race. If countries in these parts of the world have increased their 
military strength at their own expense, it has been for reasons other 
than the cold war — as when Arabs and Israelis or Pakistanis and Indians 
arm against each other; the foreign military aid some ot them have been 
able to procure has been motivated in the supplying country by the cold 
war. 

It is, however, impossible to assess with any certainty what the effects 
of the rise in defense expenditure have been on the economies of Western 
countries. The primary reason for this is that it is impossible to say what 
would have been the economic and financial policies followed in the 
various countries in the absence of this extraordinary armament expendi- 
ture and to what extent these policies would have been successful. 

One alternative is to assume that, even with a lower level of armament 
expenditure, the same general level of production and employment 
would have been kept up. The implied assumption would thus be that, 
in the countries concerned, an economic policy designed to ensure the 
present level of activity would have been adopted and successfully carried 
out. On this assumption we may conclude that the effects of the present 
level of armament expenditures have been: a slowei rate of progress 
in living standards and social security provisions, curtailment ot invest- 
ment and a slower rate of progress in production in many civilian sectors, 
and decreased ability to export capital goods to underdeveloped (ountries. 

Theoretically, this assumption is not at all implausible; it would, 
indeed, be a preposterous thought that during these years our only avail- 
able means of preserving full em[)loyment in our indiisiriali/ed countries 
has been to keep up these enormous armament expenditures. This is what 
Sir Douglas Copland wanted to illustrate wTen, speaking in the summer 
of 1954 lor Australia in the Economic and Social Council, he touched 
upon the problem. Alter having estimated lliat world expenditure for 
defense w^fis on a level ecjuivalent to two thirds of the national incomes 
of the West-European countries, or one third of the national income 
of the United States, he invited his audience to attempt to realize "the 
full magnitude of that sum ... in terms of human efforts and aspirations'’ 
and exclaimed: "If two thirds of the labour of Western Europe or one 
third of the labour of the United Stales of America w^ould be set aside 
to promote the economic development of the world as a whole and that 
of the underdeveloped countries in particular, what a great advance 
that would mean towards the objectives for the achievement of which 
the Economic and Social Council has been createdl’’^ 
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The theoretical reasonableness of the assumption that the same level 
of production and employment would have been kept up even with a 
lower level of armament expenditure does not, however, imply that this 
result would actually have been realized. At the other extreme is, of 
course, the assumption that, with a lower level of defense expenditure, 
national economic policies would not have been very much different 
from what they have been these last years. The effects of the increased 
armament expenditure would then have been the opposite: raising the 
level of production and employment and generally stimulating business 
development, without any ad\ersc effects- -and probably even the con- 
trary — on consum])tion levels, investment, and production, whether for 
home use or for export. 

So far as can be asccrt:uned, increased military cxpendituie w’ithin 
Western Europe and in Amciica has hardly infringed on tlie possdjiliries 
of production lor the export market.*' As a matter of fact, much oi the 
current distussion among economists and in business journals seems to 
proceed on the basis of the' second assumption mentioned above Ciorol 
laries of this way of reasoning — sometimes spelled oui, sometimes left 
as implicit inferences — would be that, if defense expendiiiucs had been 
lower, countries like Britain and Sweden would have exf>erienred a niiuh 
more pronounced slowing down of their etoiioinit development some 
years ago, and that tlie IJiiited States would have had ns recession much 
earlier and perhajjs lapsed into a serious deprt'ssion if the Korean war 
had not broken out.’ 

But as I see it, this fommon assumption ol oi!'.(‘r tilings being etpial 
is not (onviiKiiig. A much smallei rah* ol cxj)emliture on annamenis 
would have inaile siidi a big dillererue in the situation that < (hei things 
w'ouUl not liave been ecpial: another and diflereni etonomic policy would 
have been followea. How much diflereni, and with w'lial results, one 
(annot say. 

It is well to rememirer ’li.s, because militarv ex|)en(lnure is often 
blamed for results which are really die- to (hflt'icnt — and » ouliadiciory- - 
policy assumptions; such as, for instance, that iraimaincnl is responsible 
for having slowed down economic development, whih* at the saint' time 
it is said to preserve the bcaom. 

It is certain that the effect of the cold war in undei mining the con- 
fidence ill the capital niarkc' leferied to above, has c]uitc paiticularly 
hampered credits to and investment in iinderdevelopetl countries; how 
much huger the capital siuain in ihat direction would have been with- 
out the cold war is, however, iinpossihle to say. 

Whether the cold war has decreased o"- increased the amount of aid 
given to underdeveloped countries also remains an open (|uesri()n. Apart 
from the main iincerlainty concerning cconcnnic jioliey in general, which 
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has already been referred to and which is naturally also relevant to this 
problem, there Is an additional one. The larger budgets and increased 
levels of taxation, which in any circumstances are a consequence of 
increased defense outlays, would normally tend to curtail government 
undertakings of foreign aid. At the same time, however, the dominant 
political interest of the United States — which in the world today is the 
main source of aid — in keeping the non-Soviet block together and 
strengthening its weaker members has given an extra impetus to aid. It 
is anyone's guess whether, because of this new motive, and in spite of the 
financial strain caused by armament expenditure, the actual net amount 
of American aid is bigger or considerably smaller than it would have 
been in a less troubled world. 

That tfie cold war has retarded the establishment of the proposed 
institutions for the internationalization of aid is, however, fairly certain. 
It is also certain that the cold war has had clfccls on the distribation 
of loans and grants as between countries and on their redirection from 
civilian to military purposes. 

OiHFR Economic Effects 

There arc certain other effects ol the heavy military expenditure which 
can be ascertained, at least as regards their general nature. America and, 
directly or indirectly, even Europe and ihi' rest of the non^foviet world, 
aic faced wdth a situation where a high level of business activity and full 
employment now depend to a considcralile extent on the cominiiation 
of a very heavy outlay on defense or, rather, on its not being permitted to 
taper off more rapidly than other policies can be inaugurated to sustain 
demand.'^ In present political circumstances it seems little likely that 
there is any imminent danger to economic stability from this angle. 

In all the industrialized countries of the non-Soviet world that have 
borne heavy defense burdens one further general effect has been to 
strengthen the secular trend towards the increased imporlance of the 
state as a spender of the national incoriie, and so also the trend towards 
state intervention and central economic planning. This is an effect which 
is related to the long term trend, cut ting across short-term flucLuations; 
its imporlance will increase if the high level of armament expenditure 
becomes a more lasting trait of our economic system. “This revolution in 
our national security has had one great effect — one that few of us 
welcome but none of us can ignore. It has added tremendous weight to 
the place of government in our economy.” I am quoting Mr. John J. 
McCloy, the Chairman of the Board of Directors of the Chase Manhattan 
Bank.* 

Generally speaking, the continuation for a protracted period of such a 
very high level of defense expenditure will reshape considerably the 
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whole economic and social structure of our national communities. 
Strategic motives will increasingly play a determining role in the direc- 
tion of our capital investment and the training of our youth, in the 
location of industry, in housing policy, etc. Tlie direct allocation of such 
a large part of our resources for miliiary needs, and the readjustment, 
according to military ends, of the way in wliich our other resources are 
allocated, will naturally imply a distortion of the economy, when con- 
sidered from the viewpoint of how it could best serve the civilian needs 
of the population. 

Even apart from that, the existing state of tension has exerted power- 
ful effects on the patterns of production and tiade by inducing increased 
national autarky (for example, in shipping and rubber). An adjustment 
of national economies to the fear (d' war is also apt to disrupt international 
economic relations in many other wMys. One example is stockpiling. 
Ideally, stockpiling should act like a stabilizing speculator, buying when 
a commodity is cheap, and selling when it becomes expensive. The 
increased international tension resulting Irom the outbreak of the Korean 
war made the United Slates Govcinment act in quite tiic opposite way — 
as a destabilizing speculator, buying a.s prices went up and withdrawing 
from the market— -or, as in the case of tin, even preparing to sell — as 
prices came down. This policy greatly reinforced the fluctuations of raw 
material prices and had far-reaching unstabilizing effects on the economics 
of EurojDcan countries as well as of countries in Asia and Latin America.*^ 

The main conclusion that emerges iiom this discussion of the economic 
effects of the cold war is that, according to any hypothesis we make, they 
are tremendous. 'I’he diflkiiliy of forming definite opinions in any less 
general way stems not from lack of empirical data, but from the very 
logic of the problem. 


Efi lcis on Our Culturb: 

The psychological and id^^ological effects of the cold war on Western 
national communities arc also imrncn.se. The increasing influerice of 
military expertise and the thinking habits of the "military mind," the 
mobilization of scientists to work on all sorts of "projects" under state 
direction and financed by arl hoc ctiite appropriations, the impetus in 
social sciences to think in u rms of state "power" and state strategic 
interests, the growth of the state secie (7 and loyalty phobias, and the 
mounting ascendency of state propaganda are only some of the symptoms 
of these psychological and ideological effects. Gradually they are remould- 
ing our basic valuations; if continued for a prolonged period of time they 
will alter our entire culture in a direction very contrary to our inherited 
Western ideals. 

Our national communities are already giving reasons for the ‘ffmpres- 
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sion that we no longer believe in ourselves and that we are prepared to 
sacrifice the traditional values of our civilization to our fears rather than 
to defend those values with our faith."^® Indeed, we are increasingly 
attempting to exorcise the Devil by worshiping Beelzebub — an old and 
dangerous game against which our Bible warns us in some of its most 
golden and sternest passages. 

There is unfortunately a good deal of empirical evidence for Mr. 
Walter Lippman’s dictum "that freedom works best in peace and that 
all war regimes, even cold-war regimes, have to become centralized, 
illiberal, and arbitrary. Even prior to recent developments of means of 
total warfare, human sacrifice and material destruction were of such a 
magnitude that a real war stood out as the supreme horroi; it was sensed, 
though, as something to be gotten over as soon as possible. We should 
not close our eyes to the possibility that, compared to the prc-atornic w^ars 
of the last generation, the psychological and ideological cHects on our 
culture of the frustrating stalemate of a prolonged cold war, stretching 
perhaps over decades, may be deeper and more lasting. This sliould be a 
reason for nu>bili/ing all our strength to conserve our basic values even 
under the present strain. 

Generally, these dangerous effects of the cold war, taking the form 
of less liberal attitudes on practically all cjuestions, have been most 
pronounced in America but are also visible in Western Europe. They 
have an indirect but important bearing on the possibilities of closer 
economic integration in the non-Soviet world and on die shape inter- 
national c(X)peration takes. These effects are highly complex, with many 
contradictions in attitudes arid with curiems cross-currents. 

To develop this theme further, and to outline how ive might save our 
inherited culture even during a cold w^ar, would reejuire a book by 
itself. 


A Political Effect 

There is one political effect, though, that is more direct and that must 
be especially accounted for. The Soviet sphere represents to the non- 
Soviet countries a contrast concept, an altogether different type of 
economic organization. All the countries in the block were under- 
develoj)cd, with the partial exception of a tew small countries on the 
European fringe. This other type of cronomir orgavization- the Soviet 
type — presents itself as fundamentally a system for the development of 
underdeveloped countries. This particular point cannot be stressed too 
much. This important characteristic of the Communist economy is, in- 
cidentally, contrary to Marxian predictions, according to w^hich revolu- 
tion and socialism were assumed to come first to countries with mature 
capitalism. 
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The greatest liiilure of international integration in the non-Soviet 
world is, as I have empiiasized, the stagnation or slow development of the 
underdeveloped countries and the widening gap between industrially 
advanced and backward countries. As a social system conipciing lor souls 
and political power, the Soviet contrast concept has its greatest potential 
following in the large poverty-stricken regions where the Western system 
is on weak foundations. 

In Western Europe there actually exists a high degree of immunily 
against the spread of synipalhy for the Soviet system, at least at its present 
stage oi development. It cannot obtain much reliable support here as 
our value structure is so fundamentally different, as is frequently 
pointed out, but not always understood, the millions who vote the Com- 
munist ticket in France and Italy arc for the most part not true Com- 
munists at all but ordinary citizens who aie deeply dissatisfied with what 
they get out of the national economy and are distrustful of the other 
political parties, not alwvns without valid reasons. 

The same disinclination to the Soviet system cannot be present in the 
vast underdeveloped areas, where hundreds of millions v)f people live in 
poverty and have no other memory than depe ndence. Many of these 
countries have recently been liberated from colonial domination and 
indidge in aspirations about economic devclopirKiit which so far have 
only faintly materialized, il at all. It is, above ail, in no;i-So\iel Asia, in 
Africa, and in some jiarts of Latin America that the Soviet contrast 
concept can take on the appc'arance of a promise of liberation and 
progress. As has often been pointed out in the literature on the cultures ol 
these regions, the autocialic element in Soviet Communism often satisfies 
a predisposition oi the masses in these countries, who have no tradition 
of Western democrat v but for centuries have been conditioned to respond 
positively to direction from authority. 

As a competing method for development of underdeveloped countries 
the Soviet system has two strong points of apjical, and it is an illusion — 
and a dangerous one. as are all illusions — lo pass over lluau lightly. For 
one thing, in its practical apjffication thib system has yielded a rapid 
rise in industrial production and a great expansion of the indusnial 
basis for further increases in output.^^ Upon the completion of its 
recent Five-Year Plan in 19 n,. the Soviet Union alone has begun to 
rival Western Europe in the size of its basic industries, the two areas con- 
taining roughly the same population. China is embarking upon clevelop- 
nient plans with a much steeper rate of climb than other backward 
countries in the region. 

The methods are harsh but not ineffective. By organizing the existing 
labor surplus for prcxluc tion and by witliliolding from the population any 
proportionate increase in consumption, capital is created out of poverty 
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in a cumulative fashion, and so the volume of production is pushed 
upward along a logarithmic curve. The main emphasis is laid on a 
continuous strengthening of the heavy industries, at the expense of 
agriculture and light industries, particularly those producing consumers' 
goods. Consumers must wait while capital is accumulated. At the same 
time, personal capital is fast created by a determined literacy drive, 
supplemented by an organized production of reading stuff, and by lavish 
efforts to build up technical education to all levels of responsibility. 

These are in rapid outline some of the main elements in the Soviet 
method of development of underdeveloped countiies. I'o succeed it uses 
the monolithic state, which implies the one-party system, the extinction 
of parliamentary democracy, the suppression of a large number of 
fundamental civil rights and liberties, enforced political conformity, 
political police, the protecting curtain, a single-minded and unflinching 
government, an unsweiving, trained cadre of administrators and techni- 
cians, and an elite group of political followers with religious zeal. 

The Soviet Concept of International Initcrahon 

The second strong point of the Soviet system as a (om[)eting method 
for development of underdeveloped countries concerns the iniernational 
relations it builds up within its orbit. There are several elements in this 
proldem that should be clearly distinguished. One is the Aery olnious 
ideological and political domination exercised by Moscow. This is one 
of the things that makes the system most unattractive ‘to people in all 
countries that are politically fairly dcveloj^ed. In Eiiro[>o it makes it 
difficult or impossible for Soviet Communism to attract really reliable 
adherents, outside ol small sectlike groups. In Asia the domination is 
apparently weaker and, in addition, the political traditions dillerent. 

Anothet element, closely related to the first, is the alleged exploitation 
of the other countries in the Soviet sphere in the inicrest of the Soviet 
Union. This would, of course, be highly unattractive in all countnes, 
regardless of their political matuiiiy. Following these relations with an 
attempt, as an objective scientist, to reach the truth, I am not yet con- 
vinced that this is an important and lasting element in the Soviet Union’s 
relations with its allies, rounterbalancing its material and technical 
assistance.^** 

There is, however, a third main element in the relations between the 
Soviet Union and the other countries in its orbit that has been given far 
too little, or no, attention in the general discussion of these problems, 
and it concerns the concept of international economic integration in its 
proper meaning. The fact is that astonishingly little appears so far to 
have been done to form of this group of countries an economically 
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coherent and interdependent whole, so as to take advantage to the 
maximum of the principle of the international division of labor. 

Their national labor markets are thus — except for the systematic 
exchange of technicians — almost entirely isolated from each other; in 
fact, they are probably even more isolated than the national labor markets 
in Western Europe. Although there has been a labor shortage in the 
coal mines in a corner of Czechoslovakia bordering Poland, where 
more labor would have been available, labor has not been transferred. 
The capital markets are equally isolated, except for the swing credits 
in the bilateral trade agreements and the capital assistance given ad hoc 
by the Soviet Union to needy allies. 

Trade is encouraged and recent tendencies have been to give increased 
emphasis to trade as a means for international specialization and co- 
opeiation.is Long-term trade agreements make possible a relative!) high 
degree of planned coordination ol production and consumption. Tech- 
nical assistance is developed in a systematic way and is often defined in 
the trade agreements, and a considerable amount ol work is directed to 
the important problem of standardization. 

The fundamental principle seems to be, however, that each country — 
and, indeed, each majoi region — should have a well-developed basis of 
heavy industry. In each of the countries imestment and production 
plans are framed with a view to building from tlie bottom upwards a 
rapidly progressing national economy. International specialization has 
not been given a supreme priority, not even in the lecent trend to trade 
expansion. The stress is everywhere laid on the nation as a unit and on 
economic nationalism as a legitimate goal. Generally speaking, the un- 
precedented and unlimited power over ail the means of production in 
this very large part of the world has not been used to integrate inter- 
nationally the economics of the several countries contained within it — 
except to an extent on the level of trade. 

As an old-fashioned economist in the classical tradition, I am con- 
ditioned to find this bad ctonomics, a doctrinal survival of the late 
Premier Stalin’s idea of “socialism in one state,” even when the stales 
have become several and when some of them are small. 1 do see a problem, 
though. The Soviet theory might be that the maiginal adjustments 
needed for inter-country spcciali/atitm — which forms part of the raison 
d*etre of the price mechanism as a principle of allocation — are of less 
importance in a highly dynamic process of raising very rapidly total 
output, and that, further, elements of autarky can even be a means of 
spurring on this rise in total output. Particularly in the early stages of 
economic development, the static theory of comparative costs would need 
to be corrected in order to allow for many positive items of national gains 
inherent in the process of economic growth. “The economic development 
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plans of Eastern European countries thus show a broad similarity of 
objectives, and they all repudiate the view that certain countries are 
inevitably destined for primary production only or for the development 
of narrowly restricted types of industry/'^® 

That to many poor, non industrialized nations, who find themselves 
inheriting a grossly unbalanced colonial economy, designed to serve a 
metropolitan country on the other side of an ocean and inhabited by 
another and superior race, this nationalistic element in the Soviet system 
for the development of underdeveloped countries can have its great 
attraction, should not be overlooked. 



CHAPTER XI 


The Drive for Independence 
and Development 


iNKQUAI.ITy 

The great ine(|uality in standards of ineontc and welfare in the world is, 
of course, the main refleriion of the failure ol intcrnaliorial integration. 
It is sufficient to take a look at the data, albeit imperfect, on national 
income per capita wdiich the Statistical Office of the United Nations was 
able to put together 

The rich countries — mainly our nationally well integrated economics 
referred to in Chapter 111 — have only 15 per cent of the population of 
the world (or more precisely, of the 70 countries conside red), but 62 
per cent of the world's income; the poorest (under $100 a head iii 
foiniing 54 per cent of the population, have only 9 per cent ol the 
world’s income (leaving an intermediary group of 31 per cent of the 
world population with 29 per cent of the income). Even if wc refer only 
to the non-Soviet world, we obtain broadly the same relations’ 48 per 
cent of the population dispose ol only 8 jx:r cent of lire income. 

The statistics underlying such comparisons of national income per head 
in different countries are extremely frail, particularly those for the under- 
developed countries,^ and can serve 110 other purpose than to ])oint to 
the magnitudes involved in the problem: a broad estimate ol the numbers 
living in various degrees of prosperity or destitution. Only one w'ho has 
had the opportunity of traveling widely in the rich and the poor regions, 
and whose eyes have been wide open to unaccustomed sights, can even 
begin to grasp the stark realities of the manners of living and of the 
human happiness or misery which are abstractly represented by such 
average figures. 

Implied in them are differences in what and how much people can eat 
and the degree to which they can .satisfy their hunger; implied also is 
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American countries and a not insignificant economic development has 
taken place. This is not true of the whole subcontinent, however. And 
in some of the countries where a substantial development has taken place 
it has often been concentrated in a few cities and industrial centers, while 
large rural areas are left in stagnation and backwardness. Much of the 
new investment has also gone into providing for the luxury consumption 
of a minority of rich people. The whole upswing was further founded 
on the relatively favorable terms of trade that ruled during this period 
and it is not surprising that the recent deterioration of the terms of 
trade has tended to slow down the development. 

A Latin American economist, Mr. Felipe Pazos, points out that “there 
is reason to believe that in some Latin American countries, and certainly 
in some under-developed countries in other continents, the immediate 
problem is not one of advancement but one of preventing regression.’’® 
The greater part of non-So\iet Asia has made only slow prcjgress. 

vSince the beginning of time there liave been poor and destitute peoples 
in the world. The cruel Malthusian checks have operated, and periodically 
millions have died from pestilence and hunger without the rest of the 
world being very disturbed. The present worldwide discussion c)f the 
existing economic inccpialities reflects, how^ewer, the fact that a very 
important social and political change has takt n place: these peoples, or 
those who speak for them, demand “devclopmenl.’’ The old tenn “back- 
ward countries” is now replaced by “underdeveloped countries,” demar- 
cating the change from political statics to dynamics which 1 commented 
upon in Chapter II. 

The Liquidation of Colonialism 

In the wake of the Second World War, practically all v\sia was freed 
from colonial domination and became oigani/cd in a number of inde- 
pendent states. As a matter of historical I act, the Japanese conquests in 
Southern Asia and the Pacific after Peail Harbor were of gieat importance 
in preparing the ground for the liquidation of colonialism in the whole 
region® — among other ways, by their actually driving tlie former ruling 
powers from some areas for a certain time, and by desQoying over much 
wider areas the myth of the invincibility of the white man. All armed 
conflicts on the Asian continent w^hich involve non-Asiatic nations, includ- 
ing the recent wars in Korea and Indochina, will, once placed in their 
historical perspective, be seen to have had a similar aftereffect on the 
Asian mind. 

The liquidation of colonialism in the non-Soviet world is a historical 
trend which seems bound to spread over the whole globe and to follow 
its course to the end. One after another, the remaining colonies and other 
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dependencies, whatever their official titles, are going to win their inde- 
pendence, some of them probably within a comparatively short space of 
time. The resistance to this trend is feeble. The familiar ideological and 
political parallelogram of forces is, briefly stated, the following: 

The newly liberated states demonstrate their solidarity with the 
independence movements in all dependent areas, and this policy also has 
the more or less articulate moral support of the Latin American republics 
and of all the countries in Europe that have no colonial inteiesLs of their 
own. 

The United States is gradually facing a seiious moral and ideological 
dilemma. All its traditions are, of course, strongly anticolonial; but the 
West-European colonial powers are its closest allies in the cold war. 
Gradually, the United States is also, willingly or unwillingly, inheriting 
responsibilities in various parts of the world from these powers, and in 
some dependent areas it has built military establishments which it now 
has to protect. 

The dilemma of the West -European (olonial powers is equally deep, 
although they are more accustomed to living with it than the Americans. 
They have now all subscribed to the doctrine that they are only trustees 
of the peoples in the dependent areas and that their solemn duty is to 
aid these people faithfully in preparing themselves for self-determination. 
Colonial domination can now only be defended half-heartedly. 

The Soviet Union and countries within its orbit wdll continue to blow 
fire under every potential anticolonial issue that enters the international 
arena. They arc thus following emphatic ideological traditions of the 
Communist movement since its inception, while at the same time exploit- 
ing, to their adviuitage in the cold w^ar, conflicts on the other side. 

7'he anticolonial doctrine has received solemn sanction in the con- 
stitution and, indeed, in the ver)' structure of the United Nations, where 
the ideological and political onslaught has lound its international forum. 
The United Nations operates like a resonance board to the loralized 
outcries in the areas themstlvfs A few years ago the United Nations was 
brought to the point of making one of the most backward of these 
former colonics, Ijbya, into an indepeiideiu stale. This has had a con- 
siderable cflect in all North Africa and beyond. 

As the ties between the metropolian country and a dependent area 
loosen, major conflicts of interests arise in (onnection with the property 
and future social and econornu status of the white population that forms 
islands in the sea of indigenous inhabitants and usually controls their 
most valuable resources. If not handled with the greatest wisdom and 
foresight, these conflicts may bring about serious tragedies. In many cases 
the conflicts become comjilicated by disagreements between the govern- 
ments and administrations in the metropolitan countries — which often 
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are becoming prepared for large-scale reforms and for political settle- 
ments — and the European settlers who stick to their privileges. 

In this great chain of events not only are nations born, but a new and 
intense nationalism is fostered. The political leaders of the new countries 
have to arouse ambitions among the masses, if for no other reason than 
that, under the circumstances, this is their means of acquiring power. 
The aspirations which they know they can arouse successfully are the 
cravings for political independence and for economic development and a 
rising standard of living and culture. 

Once more the old adage is validated that nothing is so easily popu- 
larized as nationalism. The whole of the intelligentsia and the tiny middle 
class will naturally be unanimous in their intense nationalism, however 
varied their other political inclinations and interests; but the pliant, 
illiterate masses can also be roused by nationalist appeals. 

Unfortunately, these nationalistic appeals are usually more successful 
if they are given a negative spicing. It is a common trait with all of us — 
going back to the way we are educated and the frustrations in all our 
lives — that it is much easier to be aroused against something than for 
something. From this point of view it is a remarkable thing, and a 
fortunate one, that in Southeastern Asia, where we find so many of the 
new states, the rising nationalism has so far been kept relatively free from 
xenophobia and particularly from hatred against the nations that formerly 
ruled them. This is a good testimony both to the former rulers and to 
the new leaders who took over. As is well known, this is particularly true 
of the former British dependencies; but even in Indonesia, for instance, 
the aversion to the Dutch is not violent. 

Whether that will be a lasting situation is, however, uncertain. Besides 
the relative success or failure of their internal policies, there are personal 
factors entering into this problem. Almost everywhere the helm is now 
manned by individuals who had their education in Europe and America. 
They are strongly Western in all their moral and intellectual allegiances. 
Often they are rationalists and many are outstanding personalities. In 
India and the other former British dependencies, native civil servants who 
had been educated under the old regime have kept their positions, and 
in the present scarcity of trained -personnel they have a monopoly of 
influence. The new generation of leaders will have a different background 
and is almost bound to be different in outlook. 

Meanwhile an expectation has been created, and still prevails, of 
economic development and rising living standards. If the economic 
development should be slow, which is probable in almost all these 
countries — and still more if per capita consumption should fall, which 
is possible in at least some of them — attitudes might change rather 
abruptly. 



THE DRIVE FOR INDEPENDENCE AND DEVELOPMENT 155 


In the Near East the trend of frustration, suspicion, and xenophobia is 
already apparent. In Africa there are obvious changes taking place that 
are liable to spread hatred against every white person. In all Southeastern 
Asia a milder variety of antiwhite feelings is giving its flavor to public life. 
In China a violent and sickening anti Americanism — led by successive 
events over many years — is now almost a main emotional and political 
basis for the government. These are social facts that we have to face; they 
do not disappear because we think the attitudes are unfounded or desire 
them to be different. 


The Impact of Color 

There is one fundamental lact in thc'^e countries which all concerned 
are usually too discreet to talk about, but which will increasingly play on 
the minds of the peoples: the correlation between poverty and color. All 
the high-income countries, and some in the middle-income groups, have 
almost unmixed populations of European stock. Most middle-income 
countries have mixed or colored populations. All the poorest countries 
are colored according to the social definition of the term laid down by 
the nations that have European origin. 

In countries where there are both colored and white people, the 
whites arc always at the top and the coloicd at the bottom. This is true 
in the United States, where the many Negroes and the lew Mexicans, 
Asians, and aboriginal Indians are together a small minority — just over lo 
per cent — but it is also true in South Afiica, where the native blacks are 
the great majority, even without counting in those of mixed bloods and 
the Indians, who are also discriminated against on the basis of the color 
concept. In the Catholic Latin American countries, where a definite color 
bar is not openly iccogni/cd, there is nevertheless a social tendency that 
expresses itself in a fairly persistent correlation between color and social 
and economic status. 

This correlation is such a powerful social reality that it cannot but 
influence even the colored peoples. A lighter shade of skin becomes a social 
and economic asset, particularly foi women. This is true in North America 
and also in Latin America. In India die caste structure is not unconnected 
with ethnographic differences reHectiiig both historical origins and 
selective forces during later developments. The Sanskrit word for caste, 
varna, originally meant color. But there is a tendency for even body size 
to mean something, particularly w^hen smallness is connected with a 
darker shade of color. 

Consciousness of color and its social impact have consequences for all 
attitudes to life, even in minor matters. When I recently visited the 
capital of one Asian country, I came across two society journals: even in 
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details they showed revealing likenesses to similar publications for upper- 
class American Negroes. The dolls bought by ordinary Chinese parents 
in Singapore or the Indian ones in Bombay and Calcutta do not have 
black hair and eyes, but fair hair, blue eyes, and rosy cheeks, like English 
babies. 

Mosit people in the world are colored in this sense; most people are 
poor. Invariably it is the colored people who are the poorer. The fact that 
shades of color are a determinant of social and economic status even 
among the colored people themselves does not help to overcome the 
feeling that this whole correlation is a fundamental injustice, crying to 
Heaven. Neither is it much of a consolation ti the colored peoples that 
the situation looo or 2000 or 4000 years ago was diderent, most whites, 
or all whites at that time being barbarians. Drawing attention to this 
fact is rather a typical expression of colored nationalism. 

There is at present almost a conspiracy of silence around this question. 
Most colored people who are not Negroes usually want to avoid discussing 
the issue — but it lives on as a powerful complex. I have myself observed 
how near the surface this complex is and what a potentially tremendous 
load of emotions it carries. It tends to systematize and to aggravate all 
other tensions. It gives its strange undertone to all social and political 
problems, internally as w^ell as externally. 

Part of the international impact of the South African apartln'id policy 
is due to the fact that it irritates and feeds this complex all over the 
world. As Indians are involved, and as their rights cannot be pleaded in 
very different terms than would also cover the Negroes, there develops 
a tendency to generalize the conflict wdiiie-Negro into whiic-nonwhite, 
i,e,, white-colored. There arc many other such conflicts brooding just 
now in other parts of the world which are white-dominated but have a 
large colored population, such as British Guiana, and more of them arc 
bound to arise as time goes by. They will all stimulate the color complex 
globally, as does also the mere fact of the color bar against immigration 
-into the advanced white-dominated countries, quite independently of 
whether there is any actual desire to migrate. 

One factor that has smoothed matters over, or at least avoided an 
additional irritation of international problems, is the very' favorable 
course that race relations in the United States have taken since the 
Second World War. This trend, which stands out in contrast to many 
other less liberal trends in the United States of today, is of an inter- 
national importance that should not be underestimated, and I can on 
this point reiterate my conclusions in the last chapter of my book, An 
American Dilemma}^^ Few Americans, even among the most inter- 
nationally versatile, can really appreciate the tremendous positive effects 
in international relations of the recent Supreme Court decision outlawing 
educational segregation. 
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The most important direct effect of the breaking down of color 
prejudice in a white-dominated country is on this country's own inter- 
national policy. Professor Clarence E. Click, of the IJniversity of Hawaii, 
observes: . . if the climate of opinion, a public conscience, and action 

patterns are cieated in these countries whidi will make possible the 
enjoyment of lull political equality by all iheir citizens of multiracial 
origins, then the climate of opinion, public conscience, and action 
patterns would exist which would reduce the lole of racial sensibility in 
the iiitet national relations ol these naticni'. with ‘nonuMte’ nations of 
the world. The two realms of rate relations in the politics of the modern 
world — intianational and international — appear merely to he two aspects 
of a larger whole.'’^' 

This is the first condition for an in^provement of the siiuation. To 
obtain, thereafter, a politically sigrnricanl decrease in the racial sensibility 
in iiUcrnational relations on the pait of the nonwhite nat’ons, who are 
now winning back their indcpciulencc and whose minds are Idled with 
the icsentlui memories of the subdued role piessv.d upon them for 
generations, is a more distant goal. It would also retjuire some substantial 
rise in their living conditions and confidence in their liiiure progress. To 
my mind there is no doubt that for the time being — things being as they 
arc, and even assuming that wc continne to teform ourselves rapidly — 
the tide of racial resentment will be rising in the underpiivileged world. 

In fhe struggle for the souls in these vast backwaid areas, the Soviet 
system for development of undei developed (ountries can exploit a third 
strong point, which should be added to the two already iioicd in Chapter 
X, namely, the undeniable fact that the Communists have succeeded in 
exterminating racial prejudice in tlicir minds and in their dealings with 
colored people. A o overlook tins fact is another of tho.')e dangerous 
ojiportunistic illusions. 

This pattern of thinking and living in the Soviet orbit has, incidentally, 
a much older and firmer basis than Maixian ideology. Except for much 
ugly anti-Semitism, the old Russian cultuie was lonsiderably cosmopolitan 
and buiadmindcd in racial relations, actually even more than the 
Roman Catholic cultures in Southern Europe and Latin America, wliich 
have always been superior in tliise niatteis to the Protestant cultures, 
l^ushkin would have been a Negro, according to the social definition in 
the I Ini ted States. 

Russia was a great Asian power long before Communism reigned. Quite 
apart from new China, the Soviet Union has within its boundaries mil- 
lions of people with the religious and cultural traditions of Asia and 
non-European facial featuics. This becomes the more inqiortant, the faster 
the development process in the Soviet Union moves its dynamic centers 
eastwards and southwards. 
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The emergence of all these new nations in the international concert, the 
intense and growing nationalism in these countries, the foreseeable con- 
tinuation of the liquidation of colonialism in other parts of the world, the 
fact that all of these new nations are colored and very poor and that they 
are developing a growing feeling of solidarity among themselves and with 
other poor and colored nations, who for similar reasons are paying back 
with their solidarity^^ — all these are emotional elements in the chorus 
of demands for the development of the underdeveloped countries. There 
are potentialities for national as well as regional integration in these 
trends — and in the end also for general international integration, if mat- 
ters were dealt with on all sides by supreme courage, wisdom, and devo- 
tion to human ideals. But, undoubtedly, the immediate result of the 
appearance of so many more independcjit political and economic units 
and so much more released nationalism is in itself a force making for in- 
ternational disintegration. 

“Great movements and forces, springing from deep wells, have con- 
verged at this mid-century point, and I suspect we have barely begun to 
comprehend what has happened and why/' So did Mr. Adlai E. Sienvenson 
open his lectures at Harvard University in the spring of 1954. . . In the 

background are the opaque, moving forms and shadows of a wo^'ld revo- 
lution, of which Communism is more the scavenger than the inspiration: 
a world in transition from an age with which we are familiar to an age 
shrouded in nust .“^3 

From one important point of view this whole development is nothing 
else than the victorious spread of Western ideals. Wc are finally conquer- 
ing the world spiritually. This is the reason why we have not the capacity 
to fight this development, except in the form of halfhearted, opportunistic 
and, in the end, self-defeating moves. Everything we say or do is apt to 
strengthen the hold of our ideals over the disadvantaged nations. 

The West is not consciously cynical. Generally speaking, nations as dem- 
ocratic cultural entities have not the intellectual ability to be cynical to 
the same degree as individuals, unless they go bluntly Fascist. This is the 
secret of the functional hold of ideals in a democratic society., The awak- 
ening of the underpri^'ileged peoples is bound to be a cumulative se- 
quence; and the advanced nations, whether they intend it or not, will 
steadily feed new energy to the process. 

Our whole literature propagates these ideals: they are preached in the 
churches and taught in the schools; they are voiced by every speaker we 
send out to bargain for goodwill. All studies we make have the same effect 
and so has our influence on their students w^ho come to our universities. 
The ambitions of the underdeveloped countries are written into the con- 
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stitutions of our internaiional organizations, the activities of which, 
whether or not so planned, will propagate still further the revolutionary 
Western ideals. Our political and cultural propaganda — nay, even the 
“psychological warfare” of recent years — however cleverly we try to con- 
trive our pleading, will almost of necessity be an influence strengthening 
the drive for the general ideals of independence, development, equality, 
and justice; for we regularly attempjt to use these ideals as rationalizations 
for our strivings, even when they have a less elevated origin or purpose. 

The Attempts to Achieve Democracy 

To our Western ideological heritage also belongs the belief that politi- 
cal democracy is the right road to progress and that progress will 
strengthen democracy. The non-Soviet world — and quite particularly the 
underdeveloped part of it — has unfortunately still to be characterized in 
the same way as when the American lawyer and diplomat — who from be- 
fore the turn of the century until the outbreak of the First World War 
was Assistant Secretary of State — the late Mr. John Basset More, looked 
out over the world from his office in the old State Department building in 
Washington and sighed: ”... a motley procession: governments liberal 
and governments illiberal; governments fire and governments unfree; gov- 
ernments honest and governments corrupt; governments pacific and gov- 
ernments even aggressively warlike; empires, monarchies, and oligarchies, 
despotisms decked out as democracies, and tyrannies masqueraded as re- 
publics — all representative of the motley world in which we live and with 
which we must do business,”^^ 

But in this held, too, Western ideals are making their impact. Even the 
Communist countiics furnish ihcinsclvcs with demociatic constitutions 
framed according to our established concepts, and most dictatorships in 
the non-Soviet world also ebstrve certain elements of democratic form 
and vocabulary. The interrational organizations all have constitutions 
that are imbued with the idea that democracy is a supreme value. 

A more substantial gain, however, is that many of the newly liberated 
countries in the non-Soviet sphere, and some of the major ones, actually 
attempt very earnestly to carry on their alfairs on a democratic basis. Since 
the large majority of the population in most of these countries is illiterate 
and little experienced in self-government even on the local level, this 
attempt is truly heroic. India's and Indonesia’s recent national elections, 
as well as Turkey’s break with the one party system and many other 
similar accomplishments in other underdeveloped countries, demarcate 
great and real advances for the ideals of parliamentary democracy — in 
spite of all possible reservations about their actual application. In many^ 
more of the underdeveloped countries the vision of the leaders and the 
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expectancy of the peoples are definitely directed towards freedom and 
political democracy, and present practices are recognized to be imperfect. 

After the First World War, when Europe was still considered almost 
the only problem in the world, because Asia and Africa were not yet 
roused, an important result of the peace conference was the setting up of 
democracies in all the new countries in Central and Eastern Europe. As 
we know too well, almost all succumbed to totalitarianism, long before 
the outbreak of the Second World War. With these memories fresh in 
mind, it is difficult not to feel apprehensive' in watching the continuing 
trend towards dictatorships of one type or another in some countries in 
each of the major underdeveloped regions. It is also disquieting to hear 
thoughtful and light-minded citizens in other undcrdeveIoj>ed (ountries 
ex])ress their doubts whether their country is really matin c enough for 
political democra( 7 . 

One thing is certain: the underdeveloped conniries that arc still bent 
on political democracy need above all a reasonable degree of ecoTjomic 
progress and national integration in order to keej) to the road they have 
chosen. As Mr. Eugene Black, President of the International Bank, put 
it when speaking to a 195*1 session of the Etonomic and Social Ciouncil: 
“static economics may be explosive {)olitics.“ 

Economic DEViLOPMrNT; The Demand for a Short Cur 

The stiong emotional relationship ol the drive for economii. develop- 
ment to the fight for national political independence is a veiy important 
fact, distinguishing it from the historical industriali/ation juocess in the 
now' advanced countries. It is one of the reasons — ihcnigh ordy one, and 
1 discuss others in the next chapter — why economic development in 
underdeveloped countries becomes from the start an intensely political 
matter, a business for the governments. 

Indeed, the very fact that there is a political drive for economic develop- 
ment is a new and different thing. Economic development is sold to these 
peoples as a national goal to be attained, as a government program, or a 
state plan. In our countries economic development was mostly something 
which at a given time just happened to take place. Our governments and 
parliaments became deeply involved in the process, it is true, but in the 
rather diversified manner that was usual for slate operations of this period. 
The main captain of economic progress was the individual entrepreneur. 

Still more important is the fact that in the underdeveloped countries 
economic development is motivated by the desirability or necessity of 
raising standards of living. Since the days of Adam Smith the textbooks 
in economics have developed the idea that consumption is the only pur^ 
pose of pVoduction, but in real life this abstract concept never played a 
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major role. The practical goal was production for immediate profit, and 
production was not primarily the business of the state. “We are faced 
not with the private entrepreneur adding to the supply of goods by the 
application of revolutionary technologies — the model of earlier develop- 
ment — but with the problems confronted by governments trying to give 
effect to a desire for higher consumption by introducing and adopting 
new techniques from other countries.’* 

Dr. H. W. Singer, from whom I quote, rightly points out that this is a 
“non-Schumpeterian wot Id.” “In the Schumpeterian model of economic 
development the rise in real incomes is originated by a lowering of real- 
cost functions, that is by innovations on the supply side.’’’® “Innovating 
individuals are not motivated by any desire to improve general standards 
of consumption. They desire only to improve their own standards, by 
means of profits, and there is only one way of doing that: by changes on 
the supply sidc.’’’^ As I said, governments were involved from the be- 
ginning in our countries, too, but their aim was to “support industry,” to 
facilitate foreign loans, or to safeguard certain principles of fair play and 
justice as rules of the game. No central planning was attempted. Any 
random sample of the parliamentary papers of any of our advanced coun- 
tries in the years of early industrialization will reveal the use of a totally 
different vocabulary, reflecting a totally different ideology, compared to 
the present vocabulary and ideology of development of underdeveloped 
countries. 

As a matter of fact, in our countries the Icvcb of living of the masses 
were mostly not raised at all for decades, or raised very little — at least, 
this w^as so in Europe; in the new countries the more favorable relationship 
between working population and natural resources made it possible to 
have very high profit levels concomitant with high wage rate>. much more 
quickly. Study of the miserable living conditions of the workers in the 
early stages of industrialization served as a jmmary basis of the revolu- 
tionary doctrines of Marx and Engels and was clso the source of indigna- 
tion and inspiration for Zola, Dickens, and a host of other sexial novelists 
of the nineteenth century in all countries. The gains of industrial progress 
WTre canalized into profits; the unequal income distribution arising there- 
from made possible very large savings which were largely plouglied back 
into investments; they, in their turn, resulted in ever larger production; 
the growth of industrial production was provided with the plentiful and 
cheap labor supply it needed from the overpopulated rural areas, the 
population pressure was kept up not only by the fall in death rates but 
also often by agrarian reforms and technical advance in agriculture, which 
at the same time increased agricultural production sufficiently to feed the 
growing industrial population. With individual variations in the several- 
count! ies, this sequence was the very essence of our development process. 



162 AN INTERNATIONAL ECONOMY 

The political basis for this individualist and acquisitive society of the 
industrial revolutions was “orderly government” and the rule of law, as 
those countries had inherited them; but these governments and parlia- 
ments did not have a democratic basis in the modern meaning of the 
term. Income limitations withheld the votes from the great masses of the 
people. In the New World, where universal suffrage was older, other cir- 
cumstances protected the hold of the political power by the wealthy — in 
particular, the continuous stream of pliant immigrants, the appearance 
of the political machines, and the open access to free land on the frontier 
which served also as an escape for the unruly. 

Only after decades of hard fighting were trade unions permitted to 
exist; only gradually did they thereafter build up real bargaining power 
for the workers. Universal suffrage was finally won — but only after a long 
and ardent struggle over decades. The political power basis was thus 
created for the big strides towards the welfare state that were gradually 
made by the introduction of progressive taxation, labor legislation, and 
social security systems. By that time, however, production had already 
grown to such an extent that it could support the burden of all this new 
equalization and provide high living standards for the masses of the 
people. 

Ours is a “derived welfare,” to use Singer’s expression. It was built upon 
decades of accumulated capital wealth and productivity, by w^ich produc- 
tion could continue to grow. There are well-known reasons why, at that 
higher level of productivity, the welfare state became even a necessary 
basis for continued growth by supporting demand and thereby preventing 
stagnation on account of “overproduction” or “underconsumption.” 

In this respect, the Soviet system for economic development follows 
closely the old capitalist pattern, and it is natuially with those early stages 
of industrialization that its results should be compared, both in regard to 
industrial growth and to the advancement of welfare for the people. The 
motives and the social mechanisms are very different in this, a century- 
delayed industrial revolution. A higher speed is demanded and the mono- 
lithic stale and its salaried technicians have replaced the individual risk- 
taking entrepreneur; but there is this essential similarity that at the 
expense of a delayed rise in consumption standards large savings are 
squeezed out from the population and used for heavy investment, with a 
view to the further rapid growth of production. Elements of very advanced 
social security and popular education are singled out for early realization; 
for the rest, the welfare state has to wait while the productivity basis is 
being laid. 

Japan had earlier carried out a state-induced industrialization process 
on fundamentally similar lines. Incidentally, the Wirtschaftswunder in 
Western Germany, implying a very rapid recovery from the economic 
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ruins of the Second World War and the immediate postwar years, was 
also carried out according to the old formula: high profits, large savings 
and investments, low wages; the millions of destitute refugees from the 
East substituted for the labor surplus in the overpopulated rural areas of 
the earlier industrialization experiences, keeping down wages. In a similar 
fashion Finland worked itself out of the morass after its defeat in the war 
— without much financial aid from abroad, but having to pay a heavy 
war indemnity to the Soviet Union. It could not, however, prevent infla- 
tion from becoming the main means of ensining a high late of savings 
and investment at the expense of consumption levels. 


Are We Exporting a Revolution? 

The underdeveloped countries today arc bent upon creating “initial 
welfare” directly out of poverty. By the political situation and by their 
ideology they aie driven to attempt to skip that delay in raising consump- 
tion standards which all advanced countiies have cxpeiienced. To them, 
in fact, development means primarily rising standards of living for the 
masses. 

This cannot, of course, be done; by some means or other the capital must 
be created and consumption standards kept low, wdiile the lise in produc- 
tivity is attained; otherwise there will be no economic development.^*’ As 
Professor W. Arthur Lewis points out: “the central fact of economic de- 
velopment is rapid capital accumulation (including knowledge and skill 
with capital). We cannot explain any ‘industriar revolution . . . until we 
can explain why saving increased relatively to national income.”^*’ In 
the underdeveloped countries, the definition of the development problem 
in ideology and propaganda as a drive for raising the standards of living 
for the masses increases immensely the dilficuliy of accomplishing the 
necessary accumulation of capital. 

They also have much less preindustrial wealth to start off from than our 
countries had; while our countries had a long period of development 
and rise before the coming of the economic and technological revolutions, 
most underdeveloped countries are sunk in a tradition of accentuated stag- 
nation. They are usually desperately poor, with a per rajnta income usu- 
ally less than half — and in the largest part of the underdeveloped world 
probably much less than half — of what it was in most of the now advanced 
countries prior to their industrialization. They are faced with many 
other additional difficulties compared with ihose other countries that once 
started to industrialize; some of these additional difficulties were enu- 
merated in the introduction to Chapter III and will be analyzed more 
fully in the two chapters that follow. As we have seen in Chapters VIII 
and IX, they do not have anything like the easy access to cheap foreign 

M 
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capital that countries like S.^eden and the United States had in their 
time, and the prospects for substantial capital aid from the richer coun- 
tries are for the time being almost nonexistent. It is an understatement 
to say that the task the undcrde\ eloped countries will be trying to per- 
form is a different one and vastly more difficult than any our advanced 
countries have ever faced. 

If the richer countries do not furnish capital, what they do render is a 
powerful spur to the underdeveloped countries’ craving for a (piick rise 
in their consumption levels — to their demand for "initial welfare" witlv 
out the delay for savings and investment. They do it, first, by a(TC[)ting 
without much reservation the definition of economic development as -a 
drive for higher living standards lor the masses of the people in these 
countries. Almost the whole literature on economic development of under- 
developed countries starts out from this definition ol the problem. This is, 
indeed, not unnatural when we remember the very low levels of living in 
these countries. Often it is argued that this more humane approach is 
what distinguishes economic development under democratic conditions 
from what would take place under a Communist regime — in my opinion 
a rather dangerous assertion if, realistically, living standards will have to 
be kept low in order to allow development. 

Second, as was pointed out in Chapter IX. the richer countries exeit 
an influence in this direction by the very fact of their own fiigh levels of 
living and by ihc wide publicity about these made possible by tnodern 
means of communication. For this reason, merely to start later makes 
things very much more difficult. 

Third, the advanced countries are actively rationalizing their own situa- 
tion — and their social policies at home, based on a national solidaiuy 
which has no counier[)aii internationally— by the formulation, built 
upon elaborate and impre^sive research, of minimal standards for Aarious 
items of consumption, like food, housing, health, and education. I’hese 
normative standards that are attainable in the advanced countries and 
thus appear sensible to them, are all sky-high above actual levels of cot> 
sumption in the undcrdeAclopcd countries and above anything these coun- 
tries could possibly realize in the foreseeable future. Fhey are thereby 
giving the authority of science to social discontent and further encourag- 
ing the ch'finition of development in terms of rising consumption levels. 

The International Labor Organization labored for a quarter of a cen- 
tury to reach international agreements built iijion the principle that 
working conditions should conform to the same standards all over the 
world — an excellent principle from the point of view of the value premise 
of the present study, cxrejji for the reservation ihat such agreements must 
necessarily remain a dead letter and almost a slightly cynical joke, until 
the differences in levels of labor productivity are diminished. The or- 
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ganization is now devoting its major practical efforts to rendering tech- 
nical advice to countries that need it, adjusted to their actual industrial 
situation. The advice given cannot lail, however, to have the same effect 
of raising normative living standards above the actual ones. 

The World Health Organization and UNESCO arc spreading knowl- 
edge of standards of health, culture, and education; neither can these 
standards be given iiumediate reality, except as piiinitivc and rudimen- 
tary beginnings. I am the last person to want to minimize the eminent 
importance ot the practical accomplishments of these orgaui/aiions in the 
underdeveloped counttics, but in this connection my point is merely that 
they, too, are contributing to setting standards for these (ountries which 
im[)Iy an increased upward jiressure on consumption levels. 

“rcchnical assistance” is becoming the unanimously hailed means of 
aiding the underdeveloped countiies in iludi drive for economic develop- 
ment; never has an exj^endiiiirc ol tweniv-odd million dollars a year — the 
scope of the Tnitcd Nations expanded [iiogiam lor lechnical assistance, 
and corresponding, if I am coriectly inlonmcl, to a teiitli ot the cost of 
one ol the modern giant l)ombcts---carued so much elocjiieiue in return. 
By the propaganda that has lo be kept up in ilu* developed countries to 
get that money appropriated, the feeling is cicaied also in thc'se nations 
that something substantial is done lo help the underde\ eloped counirics. 
But the truth should not he coiueakd that the t(‘chni(al assist.ince pro- 
gram is. as Lord John Boyd Orr puts it, “hopc'lessly inacleijuate”-''^ and, 
furihcrrnore, that a main reason why it has ficcome so rcdaiivelv popular 
in the richer counlncs is exactly that it is so cheap a means ol helping 
the pooler ones. 'I'hc implication is, however, that in th(‘ uiKh'rdcvelopcd 
countries that type ol technical advice is the one thing most ol them could 
afford to buy themselves — if they had the cajutal lor developmc nt. Again, 

I am eager to stress that 1 am the last person who would wish to minimise 
the real contribution of this program to economic develojiment, even in 
its present diminutive scale and without the ac onipanying capital. My 
main point in this conneciion is merely that one ol it> major ellecrs is to 
raise expectations that are not fulfilled and to make a great nurnlHT ol 
beginnings that cannot he followed up. 

The underdeveloped countries’ dri*e for “initial welfare” is thus power- 
lully prodded by the advanced countiies, and for the best of reasons, wdiile 
at the same time their economic development is not being snjiported by 
the material means by which it could be realizc'd. Our various j)olicics 
towards these countries, considered in conjunction and as a whole, are 
framed as if we wanted to intensify the dilemma in which they are linding 
themselves. And undoubtedly we do it out of idealism, though without 
letting it impose on us loo great sacrifices. 

Our modern welfare state, wdiich is the crowning result of decades of 
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heavy savings and rapid industrial development under the most favorable 
conditions, is becoming a revolution exported to the stagnant, poverty- 
stricken regions. And I do not see how it could be otherw^ise. This is, in 
fact, a major contradiction in our economic policies and in our attitudes 
to the world problems, on the same level of importance as the general con^ 
fiict between national and international integration which I analyzed 
in Chapter IV. At bottom both have the same origin: too little interna- 
tional solidarity; and there is similarly only one effective cure: more soli- 
darity. 

The underdeveloped countries themselves have very little choice in this 
matter. Given the political forces, as they have been reviewed in this 
chapter, and the relations with the advanced countries, as determined by 
the policies of those countries, the underdeveloped countries are driven, 
as if by immutable destiny, to attempt the almost impossible. Many of 
these countries, toi example India, want to perform this near-miracle 
under a fully democratic system of government, giving the majority power 
to the poor masses and — equally important — with the freest contacts with 
the entire world, and fully exposed to all the currents of knowledge and 
ideas in the world. 



CHAPTER XII 


National Integration 
in the Underdeveloped Countries 


Defining the Problem 

Most of the underdeveloped countries have deeply disintegrated na- 
tional economies. All sorts of social and ettmomic barriers stand in the 
way of realizing equality of opporturtiry for individuals. At the same time, 
these countries are desperately poor; many of them have been economi- 
cally stagnant for a long rime. The two way relationship betw'een national 
integration and economic progress has been stressed in Chapters II and 
III. In all the underdeveloped countries the economic development prob- 
lem is primarily a problem of seeking national imegration in its neces- 
sary combination with economic progress, the one being both the result 
of and the condition for the other. 

If the underdeveloped countries were to succeed in really setting out 
on the road to national integration, this would undou[>tedIy, in the gen- 
eral manner described in Chapter IV, strengthen forces w^hich are not 
favorable to international integration — at least until policies for inter- 
national cooperation have been inaugurated on a much larger scale than 
is at present within our horizon. But it cannot seriously be m.aintained 
that international integration should be bought at the cost of preset ring 
the underdeveloped countries in economic disintegration and .si agnation. 
Further, as was pointed out in Chapter I, these roinitrics are not, and 
certainly were not in the pre-1914 period, an integral part of the world 
economy in any sense that can make the internationalist happy. The long 
way they have to go to reach national integration and, in particular, their 
concomitant dismal poverty are themselves the most blatahi expressions 
of international disintegration. 

This concept of their problem as pnmarily one of national integration 
and development is also consistent with the nature and direction of the 
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political forces that arc now powerfully at work in the underdeveloped 
countries and that were analyzed in the last chapter. It gives its due to the 
new nationalism and, if the implications of this concept ate pursued suc- 
cessfully, gives nationalism its positive and constructive outlet. 

With the emotional and ideological changes now taking place in the 
underdeveloped countries, the inevital)lc alternative to national integra- 
tion and development is not simply continued stagnation, but probably 
political cataclysms ol one soit or another, as w^as liinted at in Cliapier 
IX. Several countries in the Near East, for instance, arc close to the brink. 
There is clearly no way to jnevent interna! and external tensions mount- 
ing in. the underdeveloped countries, othc'^ than their, too, becoming 
consolidated internally and setting out on the road to national economic 
development. Of political as well as eccmornic: necessity, international in- 
tegration can be readied only through national integration, and if would 
be grossly superficial to treat the jiroblem in any other way. 

It is also superficial to l)ebe\e thai the problem is simply one of eco- 
nomic change. This bias is the stionger, because it is in line with powerful 
vested interests. In many of the uiidcrdcvcloired countries [rolicy is dom- 
inated by oligarchic groups; as Mr. H. I . Keenic'ysiclc has ptunU'd out. '’in 
com[iariug the various nations, tbc*re would seem to be an almost direct 
relationship between the cone c ntj ation ol political power and the imma- 
tinity ol the national economy.”^ Those in power ate oltcm all out lor 
economic dev('lo[)rnent in a narrow’ sense but would want to sC'e it bappc'ii 
without changes of the social stiiuiuic within which they arc y>nvilegrd. 

Whetlier they make it dear to ihemseKc s or not, they are then, in laci, 
following the traditions ol colonud times. In tliat historical epoch eco 
nomic development — charac leri/ed by the growth ol plantanons and oilu r 
enterprises of the enclave type — was .ilso concc'ived ol in isolation from 
any hioader jiolitical. soc ial, and eultinal aspirations on ra hall of the pop 
illation at large. In Chapter VIll I stiesscal that all the metropolit.in 
powers, however dilfc*renlly they Iramed their colonial policies, lonnd it 
politic ally expedient to sticngtheii, support, and me lor their own purpcjscs 
the oligarchic groups who had their owm interests in preserxing the polit 
teal and social status (jiio. In a sense, this mechaiUMn ol reactionary 
political exjiediency is the main explanation wdiy coionialism imjilied 
economic stagnation almost by necessity. 

Wdren discussing the developmcuit problem in several of the nnder- 
clc’velopc'd countries with liieii ofTirials, I have olteii observed a bias for 
economic development in tiTins of dams and industrial plants. The hor- 
rible vision often enters mv mind ol the ultimate results of our eontinuing 
and rapidly sjieeding up the practice, well established in some countric'S 
during the era ol colonialism, ol tossing together ever bigger crowds ol 
illiterate proletariats — these new proletariats being even more uprooted 
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than they were in the stagnant villages, where they had lived in the 
remnants of some culture and some established mores. 

1’hl Need for Rapid Social Reforms 

At this point it is useful to recall that the economic progress we have 
witnessed in tlie now ad\anced (oiinuies was assoiiaied from the vei7 
beginning wnih fiindaiiK iital diangts in all social relations. In fact, as I 
pointed out in Chapters II and HI. the gradual attainnu nt of national 
integration had its essential base in these noneconomic changes, increased 
social mobility both locally and within the entire natioe.al community, 
which opened up the avenues for competition and individual advance; 
intensified social cohesion and practical solidarity in the nation as a whole, 
which formed the basis for the coming into lorcc^ of rules that applied to 
the entire community and lor the sharing within the whole I'ation ol the 
burden oi common expenditure; increased participation by all the citi- 
zens, on local and national levels, in the politual rc ^j*onsibility of con- 
trolling the social processc's. It was through such changes that greater 
et[uality of ojrjrortunity was gradually attained. Economic development 
was in many ways a driving force, djiii it wms itself made possible and 
continuously sustained by all the other socially iiuegr.iling changes. 

In retrospect economic progress and national integration seem largely 
to have developed as the almost automatic outcome (d a prrxess ol cumula- 
tive causation, wdiere one change coiitimiously induces cithers, which in 
turn react and give a new momentum to the initial change. Ihe term 
“industrial revolution” seems itself to oveidianiati/e what actually hap- 
pened in the economic field; socially, in any event, the pjocess was more 
one of evolution. Legislation, when it wa^ enacted, was most often intro- 
duced in order to catch up with a situation that had gradually come 
about, and was sometimes simply a l(‘gal sanction to an established state 
of affairs. By a secjucnce of a great numbei ol mostly small changes es- 
tablished patterns and social structures were lemoldcd into new^ social 
forms, allowing increased mobility and individual advance under condi 
tions assuring people’s experience of mutual solidaiity within a widened 
circle, stability in social relations stretching eve r iurther outside the local 
community, and an increased measure of social and economic stdiiity. 

This view is apt to lead us to forget how much political struggle pre- 
ceded some of the changes, and also iliat seiions social frictions and ten- 
sions often developed and reigned for long [)eiicKls hdorc the adjustments 
were finally accomplished. But even if due account is taken of theses reser- 
vations, it remains true that by and large economic progress and national 
integration went hand in hand as a rather peaceful, all-enibiacing, and 
gradual process of social adjustment. Ihc gciuTal climate was, from the 
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beginning and increasingly, one of rationality, belief in advancement, and 
confidence in the future. And it took about a century to accomplish it. 

The major explanations of how this was possible have been referred 
to in several connections in earlier chapters. The initial impediments to 
social change were much smaller than in most underdeveloped countries 
today. These now industrially advanced countries had had for generations 
a considerable preindustrial economic development, with the result that 
they started out from a position of greater wealth and much higher levels 
of income. They were also leaders in the contemporary world and formed 
a partial international community with considerable migratory move- 
ments; as, one after another, they entered the industrial era an effective 
international capital market furnished them with capital on cheap terms. 

Further, they had long traditions of political independence and of the 
rule of law, and even at the onset of industrialization social conditions 
were more egalitarian and less frozen. These nations had been the homes 
of the great modern intellectual movements towards spiritual freedom 
and rationality, beginning with the Renaissance and the Reformation 
and culminating in the Enlightenment, and their universities nursed the 
developing sciences. For all these reasons they were intellectually and 
morally much better prepared for social change. 

In some of the underdeveloped countries that are relatively better off 
economically and where economic stagnation, foreign doitiinaiion. and 
population pressure have not created such social havoc, it is ejuite possible 
that iinder otherwise favorable circumstances — including the development 
of international relations — a successful process of economic and social ad- 
justment can take place, rather similar to the one the advanced countries 
have gone through. I am thinking of countries like Israel, Turkey, the 
underdeveloped countries in Southern Europe, and of many countries in 
Latin America. But in most underdeveloped countries, some with very 
large populations, economic progress and natior<al integration will not 
get under way in this easy manner. Stagnation will not be overcome before 
the deeply entrenched social impediments to change are removed. The 
result of the forces for change pressing Irom without and within might 
otherwise be only the negative one of destroying existing social norms 
and iorms without new viable ones taking their place. 

Dr. Eugene Staley has well formulated the situation as it confronts the 
planner of economic development in most underdeveloped countries: 
“The social obstacles to development are tenacious because tfuw are deeply 
imbedded in habits of millions of individuals, in the accepted social ar- 
rangements we call institutions, and in the system of values by which 
people decided that some things are good and others bad, some more im- 
portant and others less important.’'^ in countries where the economy 
has long been stagnant, people have a strong natural conservatism because 
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their culture is so traditionalistic and contains virtually no elements of 
scientific and technological experience and, consequently, no habit of 
experimentation. 

When economic change hits a society of such closed minds and en* 
trenched social rigidities, social values are destroyed almost of necessity. 
It cannot be expected to embark n)ore or less as a matter of course upon 
an almost automatic process of adjiisi merit to economic changes which, 
by their cumulative repercussions on all social factors, will carry it through 
the early industrialization phase towards our modern v clfare state of 
mutual solidarity and commonly shared higli living standards. To pre- 
pare the way for econornic deifelopyrient such counUics need initial re- 
forms of the social shuc tines on a xnist unle: without them there will be 
no national integration and so no economic development. Without them 
the only result will be an end of the security and solidarity of the stag- 
nant, isolated, local social compartments. 

Thf View of Cultural Anthropolooists 

Long before the development of underdeveloped countries became a 
dominant problem in international politics, cultural anthropologists were 
making a thorough study of the social life in the stagnant local communi- 
ties of these (ountrics. Recently they Iiavc often had occasion to criticize 
as superficial the writings of economists on the detelopmeni problem. 
Following their old theoretical tradition of ignoring the noneconomic 
factors, on the ground that they fall outside economic analysis, econ- 
omists have often simply assumed that the national communities would 
become adjusted psychologically, socially, culturally, and politically to 
the ecoirontic changes as they occurred, and they have done so with few 
cjualms of conscience, since srtch an assumption has proved not too un- 
realistic in the case ol the historical dcveloprncrn of tire advanced coun- 
tries from the prcindustrial stage and onvvard.s. They have, however, usu- 
ally failed to observe the big difference in the initial rcadrne.ss for change 
just referred to. 

By and large the critical points made by the anthropologists arc per- 
tinent and well taken. Wc now hau* a big literature which stresses this 
difference and shows how tlii^ or that economic change, under the special 
circumstances ruling in a particular underdeveloped country, had such 
and such unexpected, and regularly detrimenral, effects. The anthropol- 
ogists are usually much less explicit ancl precise and, incidentally, also 
less well in accord with each other, when the practical question is raised: 
how, then, shall we go about achieving economic development? Often, 
their only answer is to give vent to a conservative bias: that economic 
development should not be hurried. 1 his answer is not very satisfactory, 
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for, as I shall argue in this chapter, there are compelling reasons why, 
on the contrary, development will have to be speeded up to the maximum 
possible degree. 

1 here arc new political dynamics in the situation that scientific study 
can shun only at the danger of becoming unrealistic and inconsequential. 
Professor jatoh Vincr puts it this way; *‘Most countries, if their people 
are to be satisfied w'ith their rate ol progress, will have to move forward 
at a much more lapid rate than did in the past century those countries 
which arc now the most advanced; and many of these countries have dis- 
advantages of poor natural resources, unfavorable climates, and popula- 
tions already dense, which neither Western Europe, the British Dominions, 
nor the United States, had to face."^ 

For obvious reasons the scientific study of the cultures and the social 
relations of the peoples in underdeveloped countries was initiated mainly 
in the universities and other agencies — including the missionary establish- 
ments — of the colonial powers; it was only with the permission of their 
governments that the cultural anthropologists could carry on theii field 
work. Even today these countries aie leading in this field of social research 
— with the exception of the United Stales, which, however, is gradually 
acquiring the responsihilities of a metropolitan power. The American 
anthropologists have recently made outstanding contrihiitions to knowl- 
edge, but in one pai titular respect they have only rarely broken with 
traditions: they have not made place for a new, thoroughly dyfiamic, and 
practical point of view in their studies of the ciiltuies of underdeveloped 
countries. 

The economic interests of ihc old colonial powers were nor to promote 
economic independence and industrial diversification in the cedonies but 
to pi ('serve them as extensions of their own home markets, to establish 
and protect their colonial enclaves, mainly in the extractive industries, 
and to promote the interests of their settlers. Their political interest was 
primaiily to preserve peace and stability and to avoid social upheavals. 

It implies no reflection on the moral integrity of the individual sched- 
ars, but only a legitimate inference coiiccTiiing the influence of the social 
and political setting upon intellectual life, when I venture to express the 
opinion that this power situation made it natural for research to con- 
centrate on social statics rather than social dynamics. Though the cul- 
tural anthropologists were occasionally taken into counsel by their gov- 
ernments, it is easily understandable that the advice sought cc^nccrncd 
problems of how to avoid tensions rather than how to release the dormant 
capacities for cultural growth and development to economic and political 
independence of indigenous populations. This historically close relation 
between colonialism and the evolution of cultural anthropology is, inci- 
dentally, one of the reasons w'hy 1 personally consider it of prime im- 
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portance that research institutes under truly international auspices be 
created for the scientific study of social problems in underdeveloped coun- 
tries. 

There were other, and indej)endeni, ideological interests which ani- 
mated cultural anthiopologists, those interests were all in our old Western 
liberal tradition but did not conllid with their fundamental conservative 
bias in regard to social (hange. One interest was to refute European ethno- 
centrism; to teach, and to demonstrate to the Western wfuld, that these 
peoples in the undeuUn eloped coiintiies were not siin])ly barbarians but 
had a culture, though diflerent from ours, and to show that under existing 
conditions their way of life and their social organization contained ele- 
ments of functional rationality. They seldom attempted, however, to de- 
velop their science into a social technology, which would have meant 
utilizing their assembled stO(k ol knowledge about the social lacts to pre- 
scribe bow social change could be induced and controlled in a rational 
and wholesome way — though ihc‘y did point out to the economists who, 
split up into their various sects, nevertheless all strin Irom a fighting 
rhurch of ic'formeis, that their economic analysis was superficial and that 
the j)olicics they jirojrounclccl could cause harm wlien they argued for eco- 
nomic clevelopnuait. 

But the drive tor economic development in underdeveloped C'ountries is 
not the feeble brainchild of schcaning economists; it is a living political 
force of iirimense and iiiesist ililc jiower in oiu c ontcaupoi ary world. 1 be- 
lieve' that under the influence of the changed political situation in the 
world tire next stage in the dc'udopment of cultural arithro|)()Iogv will 
necessarily be its orientation fow^aids social technology. 1 htlieve, further, 
that the whole of our social science, vvlum faced vvirh the iienK udoits prob- 
lems that economic devc lopmeni of the undeidevelojrcd countric's is rais- 
ing, v\ill be forced into interdisciplinary researcii ol a type ami on a scale 
that we have hitherto oidy talked about but not ai c omplislied. And I be 
lieve that our work will be increadiigly directed to giving die answer to 
tlu’ urgent, directly [rraciical problems — though i hope dial the dcejrer 
fundamental research will not be neglected. 


SoMi: Main Assumptions 

Conscious of the WTak foundations, 1 shall nevertheless ru)w attempt to 
formulate a lew summary judgments which I need in order to prexced 
with my exposition of the social issues raised hy the developmc'iit problem 
in underdeveloped countnes; they will be enlarged as these issues arc taken 
up for separate tieatincnt later in iliis chaffer. 

Strong forces for change ate ojierative from wilhcjiil and from within 
these countries. The political forces were analyzed in the last chapter. 
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Population pressure, to name only one other force for change, will tend 
to increase, partly because of the availability of cheap means of bringing 
down the death rate even without a rise in standards of living; the relative 
pressure will become stronger, the less economic development there is. 
In this situation there is no choice open between wanting a slower or 
faster rate of economic development. Every government will have to do its 
utmost to push on as fast as possible. A slow rate of economic development 
implies grave social and political dangers. 

Advice not to hurry economic change has, therefore, to be rejected. The 
anthropologists are right, however, in saying that the cultural and social 
effects of economic change may be disastrous — and that, further, these ef- 
fects may also soon frustrate economic development. They are then as- 
suming, however, that these effects are left to take care of themselves. If 
the political necessity of rapid economic development is assumed, the 
obvious conclusion is the opposite — that the cultural and social changes 
have to be planned and controlled; to a certain extent they have even 
to be induced. 

In fact, we are compelled to accept the necessity of radical initial le- 
forms of the social structure, opening the way for economic development 
and steering the social changes towards wholesome adjustments. I believe 
— and I would like to have more research centered on this particular 
point — that in a stagnant community some of the bigger social changes, 
if they are well prepared, intelligently directed, and cxplamed to the 
people, will often meet no more resistance and have no greater adverse 
effects than smaller social changes in popular beliefs, social etiquettes 
and patterns of behavior. In planning the induced changes it should be 
recognized, however, that there is supreme sense in the anthropologists’ 
caution that careful consideration should be given to the actual conditions 
in every particular country that experiences economic change and the 
consequent necessity of large-scale social reform. Generally, the scope and 
speed of change has to be taken as more or less given by political and 
economic necessity, while the form and the detailed direction of change 
are open to a variety of alternatives that require careful study before a 
choice is made. 

The anthropologists are also right in warning against Western ethno- 
centrism: there are social values in these cultures very much worth pre- 
serving and there are impediments to change which, in the interest of 
preserving these values and avoiding cultural breakdowns, should be 
circumvented and not brutally overcome. Mr. Tarlok Singh states as the 
criteria for the principles of economic reorganization of India, which he 
has been trying to work out, that they “should be in accord with the 
character, traditions and genius of Indian rural society, and should at 
the same time lead, over a period of years, to economic efficiency, social 
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justice and democratic trecdorn.”^ This is in a nutshell what must be the 
approach' 

We should therefore not expect as a result of the development process 
mere replicas of Western communities. Instead, we should hope for the 
enrichment of the world's civilization by the creation of new social forms 
for piogressive national cultures. We should not assume that our par- 
ticular “way of life,” our patterns of business organization or public ad- 
ministration, and our various brands of representative democratic gov- 
ernment arc suitable social forms in the underdeveloped countries. 

In the ideal case the development of an underdeveloped country should 
thus be steered towards a society which in many important respects Avould 
be different from our Western societies: there are historical roots that 
should not be cut, inherited mores that need adaptation but not abolition. 
Many of the valuations in these countries contain great possibilities for a 
social development towards good human societies, though moving in other 
directions than those of our Western civih/ation. 

When all this is said, however, it must be remembered that certain of 
our basic Western valuations will have to be imported, together with our 
techniques, if the underdeveloped countiics wish to achieve a hannonious 
industrial civilization. For one thing, they will have to implant desires 
for efficiency and material advance and inclinations toward rationalism, 
experimentalism, and enterprise. Since modern industry needs a national 
frame — because of technological development, even more so than the ad- 
vanced countries needed it a hundred years ago — they will have to break 
down barriers between the local communities; they will have to create the 
conditions for wider social mobility and lay the basis for national soli- 
darity, They will have to instill respect for the principle of tiie rule of 
law and stamp out arbitrariness, corruption, and inefficiency in public 
administration. 

That industrial society needs social forms other ihan a stagnant, self- 
contained peasant society is only another way of slating the demand for 
social adjustment. Broadly speaking, the direction of these adjustments 
is given and they cannot be very different in underdeveloped countries 
from what they were in the advanced ones. As I have already pointed 
out, the “awakening” of these nations and their drive for development 
imply that they are making way for these particular Western ideals. This 
movement is reflected in the fatt that their students come to our countries 
to study, while we send out our experts to teach. 

In one particular respect, the acceptance of our Western values has 
been made an explicit assumption of the present study. My general value 
premise is the desirability of political democracy. A Communist dictator- 
ship would rapidly and effectively carry into effect the initial eradication 
of impediments to change that I have shown to be necessary— though in a 
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way concomitant with other changes which are undesirable according to 
my general value premise. Under the assumption of political democracy 
these initial changes will instead have to be given the form of social re- 
forms to be decided upon by due political process. The majority will have 
to be in favor. 

The reforms have to be carried out against tremendous forces of social 
inertia: conservatism among the masses and vested interests of the privi- 
leged few. Denjocracy is no easy short cut to national progress, but rather 
an exacting moral im])crative. It is our laith that only under democratic 
rule will people’s innermost strivings be protected and a basis laid for 
attaining the distant goal of a “free world" of liberty, ccjuality, brother- 
hood, and, therefore, peace. So far as demcicracy is concerned, we are 
ethnocentric on behalf of the inherited values of Western civilization. 

But democracy takes many forms, and other forms than ours are not 
inferior, if they are bettor adapted to the community values of the under- 
developed countries. Apart from this, we should not expect a perfect de- 
mocracy to spring forward as a hat of national decision in countries where 
authoritarianism has been the tradition, usually slrenglhencd dining colo- 
nial rule. It is also apj^ropriate in this conncTrion to recall that in the 
advanced countries, in spite of much more favorable conditions — includ- 
ing the presence c^f well-established Western ideals of liberty and ecjuality 
and century-old traditions of political independence, orderly government, 
and the rule of law — the more perfect femns of democracy develojred 
only late and as a result of a slow process. Even now they an* not every- 
where perfect. 

In Sweden universal suffrage was not won until after the First World 
War and under the impact of the Russian revolution. In Swil/ciland 
women are still deprived of the vole. In the United States, though the 
last ten years have seen a rapid improvement in the situation, Negroes 
are in some regions still disfranchised and experience difficulties in ob- 
taining equal protection and justice. More generally, the low percentage 
of voters in the United States and other indications point lo the continua- 
tion of a relatively low degree of citizens’ participation in political de- 
cisions. Corruption and graft continue to be a problem, particularly on 
the state ancl local levels. 

The group of experts appointed a few years ago by the United Nations 
to study the economic development problem of underdeveloped countries 
saw very clearly the problems referred to in the preceding pages: 

The people of a country must desire progress, and their social, economic, 
legal and political institutions must be favourable to it. . . . There is a sense 
in which rapid economic progiess is impossible without painful readjustments. 
Ancient philosophies have to be scrapped; old social institutions have to disin- 
tegrate; bonds of caste, creed and race have to be burst; and a large number 
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of persons 'who cannot keep up with progress have to have their expectations of 
a comfortable life frustrated. ... In our judgment, there arc a number of under- 
developed countries where the concentration of economic and political power in 
the hands of a small class, whose main interest is the preservation of its own 
wealth and privileges, rules out the prospect of much economic progress, until 
a social revolution has effected a shift in the distribution of income and power.® 

As is made clear by their concrete proposals, the experts do not mean 
by “social revolution” the violent o\erthrow of existing instiiiitions, but 
their adjustment to make progress possible by exactly the kind of initial, 
large-scale reforms of the social structure, the necessity for '^vhich I am 
arguing. On this point 1 should like again to cite Tarlok Singh: 

We are confronted . . . with a society harbouring a number of false values, 
in which the new wealth is not jiassing to those who need it most, in which 
the bulk of the population remains poor and ignorant, and in which rcsour^'cs 
are not elFiciently organised and developed in the interest of the community. 
In a situation of this character, thcie is danger that when, through instinct 
and suflering, the masses begin to inU'rpret lor tliernselves ihea state of poverty, 
the entire social order and the economic system which sustain it may alike 
collapse. It is necessary, therefore, to think and act, in good time, in terms of 
new principles of social action.® 

Social Clkavacls 

One important and immensely difficult prolileni of national integration 
arises from the fact that many of tlie underdeveloped countries have in- 
herited ethnic, cultural, or religious chasms, splitting off pojiulation 
groups which had stubbornly resisted, and ecjually stubbornly been 
denied, social and cxoriomic integration, dhey liave not only different 
standards of living but diflerent 'ways of living and rjttiludes to life. I he 
groups do not mix in work ard still less do they sliarc in other soc<al ac- 
tivities. The most fundameniil thing is that their loyalnes do not con- 
verge. This problem is pre.scrit in Asia, in some countries of tlie Middle 
East and Southeastern Europe, in many Latin American countries, and 
also in parts of Africa. 

The winning of national independeme among formerly subject peoples 
has, as a short-term effect, often only released and imensific’d internal 
animosities and tensions. In .some parts of the world more or less forced 
migrations have been taking place, such as the exchange of populations 
between India and Pakistan, or the similar exchange between Greece 
and Turkey after the First World War; after the Second World War 
Bulgaria expelled its Turks. In such migrations, vast human suffering is 
involved and serious refugee problems are created. The migrations are 
seldom complete and, instead of settling tlu* problem, they often increase 
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tension not only among, and around, those who have gone to be settled 
in a new country, but also among those who are left behind. As the 
plight of the Arab refugees and the expulsion of the Germans from East- 
European territories illustrate, explosive international problems often 
smolder in the wake ol population shifts. 

Forced migration is a hideous process. Whenever it has taken place in 
modern times, it has been during or immediately after a war, while the 
conscience of rulers and peoples could be silenced. It is therefore not a 
practical solution if we are planning for a world which we pray should 
gradually settle down to peace. In most cases there are, in any event, no 
open spaces where an unwanted population scrap can be dumped. More- 
over, people are rooted in their surroundings even if they are not inte- 
grated with the rest of the nation. The large Chinese minorities in sev- 
eral East-Asian countries, for instance, cannot possibly just be pushed out. 

So there remain dual populations, with dual cultures and often with 
dual economies. Segregation inevitably brings with it discrimination; the 
out-group is kept away from certain activities, functions, and occupations. 
In self-defense, the out-group does what it can to exploit the in-group. 
The Chinese, for instance, like the Jews once in Europe, undertake func- 
tions ol moneylending and commerte which arc more or less taboo in the 
indigenous populations or which represent activities where the in group 
is for other reasons less: elfectivc. Sometimes the out-group inav !>eem to per- 
form socially useful functions and the split in functions due to segregation 
and discrimination may appear a not irrational division of labor. But it 
is not voluntary; it is the effect of extreme social rigidities which are 
irrational and, therefore, in their total elTcets hamper national integra- 
tion and economic progress. It is, more particularly, irreconcilable with 
the grovvth of an industrial civilization and is deeply incongruous with 
the development of democracy. 

The dual economies and, in the end, the cultural isolation must be 
broken to achieve integration; but there is ho simple and easy way. In 
most cases it is bound to be an arduous gradual process and, if successful, 
it will have to include the breaking down by law of dissimilar economic 
mores and of segregating and discriminating practices, especially in the 
availability of schooling and other public services and in the labor 
market. Contract will have lo be substituted for status. A deliberate effort 
will have to be made to train persons from the majority group to perform 
functions earlier nionopoli/ed by the minority group; in exchange, per- 
sons from the minority grou[) will have to be permitted to do the things 
reserved for the majority group. At bottom it is a process of consciously 
directed education, and this education must accept the tenets of a wider 
concept of nationality, including the minority group, and of mutual 
tolerance. It can only be successfully pursued in the general milieu of 
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economic progress and rising living standards widening the elbow room 
for all. 

This is, of course, the '“melting pot” solution, and I do not believe there 
exists another. We should not overlook the very serious difficulties in- 
volved. And when we are giving this advice to the underdeveloped coun- 
tries with their heritage of stagnation and deep social fissures, we should 
not forget that in America it worked only with considerable friction Vvhen 
the South- and East Europeans began to swarm in, and that until re- 
cently it never effectively included colored people — this in spite of the 
rapidly expanding economy, the universal conditioning in he Western 
ideals of equality and dignity of the individual human being, and the 
consciousness of the unique fact that in America, as Franklin Delano 
Roosevelt once put it; “We are all the descendants of revolutionaries and 
poor immigrants.” 

What can as yet be observed in most of the underdeveloped countries 
is only mounting tension bctw''^?n th»* separate groujDs; this i*' certainly 
true in Asia and the Middle East. My impression is nevertheless that, at a 
deeper level ol social causation, integration is gradually and slowly be- 
ginning to advance. There is no contradiction between these two asser- 
tions; for nobody should expect that these many centuries old popula- 
tion fissures could be healed without friction and tension. Advance is 
even more noticeable in some countries in Latin America. Yugoslavia 
has an ugly tradition — demonstrated as recently as the Second World War 
— of blocKJstained conflict between closely related but distinct peoples; yet 
it has recently given one of the most remarkable example's in woi Id history 
of how a nation can, by its own organized efforts, rapidly become polit- 
ically and socially integrated; and it has only done so by giving equal 
rights to all ethnic groups and promoting the development ol backward 
areas. In India,' though unfortunately only alter the tragic dismember- 
ment of the two Pakistani territories and after iiiucdi bloodshed and migra- 
tion, Pandit Nehru and his [r.- nds succeeded in calming dowm the storms 
of emotions and building up jn the remaining part of the ccruntry a state 
guaranteeing equal rights and protection to the large minority of Moslems 
who remained. 

Into this context fall also all other inherited social cleavages in the 
underdeveloped countries as, for instance the Hindu caste system. It is 
a very remarkable thing that cn the ideological level this problem is now 
solved in India, and its solution is probably Gandhi’s greatest contribu- 
tion to his nation’s spiritual and ma»erial development. In India today 
there is practically no public writer or speaker who does not urge the 
liquidation of the caste system. But to get this ideal carried into effect in 
the villages will take considerabie time. ’There is a whole pattern of social 
taboos—concerning the access to wells, the entrance to occupations, the 
N 
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availability of education, the choice ol marriage partner, etc. — that will 
have to be broken down. 

Even if in most cases time will be required for integration to reach its 
completion, the decisions ot go\ernments and legislators to embark upon 
it, the beginning of a popular education aimed at changing attitudes, 
and the initial outlawing of certain flagrant patterns of segregation and 
discrimination will open up new' vistas in national societies even w'here 
minds are stagnant. I'he mental climate will change. The democratic 
process itself, bringing together representatives fiom different groups for 
deliberation and decision on common j)roblems, works powerfully to 
bridge the chasms. This is, incidentally, one of the reasons why centraliz.ed 
democratic government is not enough but .oust be complemented — or, 
rather, underwritten — as rapidly as possible and to the maximum extent 
by effective democracy in revitalized local sell-government. 

The Class Sitiucture 

Economic progress requires, however, a much more genet al loosciiing-up 
of the rigid class system in thci stagnating national communities. 

The very unccpial distribution ol incomes and wealth that character- 
izes mcLst underdeveloped countries was referred to in Chapter IX. In 
fact, only the smallest part of the cuinulative inimical results for economic 
development of these gross inequalities is rclatc'd to their direcj economic 
effects. By themselves, equalization measures in these countiics could 
achieve only an infinitesimal rise in income levels lor the masses of the 
poor. Furthermore, in these cmnitries, where capital formation is so 
necessary and has such severe liinitalioiis because ol the great poverty, an 
unecpial income distribution could be defended witli more ju^ufjcation 
than in our rich and industrially advanced countries as having the social 
function of creating savings — provided that tlie high incomes are not 
spent on conspicuous consumption, and sometimes conspRUous capital 
construction, which unfortunately they often are, or else detracted by 
capital flight or gold hoards. 

These inequalities in the distribution of income and wealth have, 
however, wider social and political lamifications. I'hey are most often 
related to a system of laiulownership and a superimposed social class 
structure that kill the ambitions of the peasants. The very fact that such 
inccjualities endure suggests a state of passive acceptance on the part of 
the masses which is itself a basic cause of political, scjcial, and economic 
stagnation. But these attitudes are, in their turn, condiiionc^d by the 
tenancy system of landowircrship and the entire social structure founded 
on the grossly unequal distribution of income and wealth. This vicious 
circle has to be broken; no national integration and no economic progress 
is possible without vast redistributional reforms. 
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The situation in which most untUTdevelojjcd countries find themselves 
with respect to the economic class structure and the distribution of in- 
come and wealth bears little resemblance to conditions in the advanced 
countries before their industtialization. A few oC tliosc countries, like 
Sweden, had in fact never succumbed to feudalism, as the farmers had 
succeeded through repeated minor revolutions in nij)ping it in the bud; 
lor different reasons tl\c same holds true lor the historical latecomers in 
the New World, insolar as they did not come under the domination of 
feudalism’s more recent capitalistic incarnation, the plantation system. 
Many other countiics carried out agrarian retoims before they entered 
the era of the industrial revolution or in its eaily stages, \t the time 
when they approadied their (aononiic devtlopment none ol the now 
industrially advanced countries had tlu' extreme ei(momjc and social 
ineciualitics and the very rigid class structure of most underdeveloped 
countries today. 

(^ne very considerable political difFrculty in caiT^irg out these reforms 
is the povcTfy of these couiirries and the eomfieliing mcessii) tlicv arc 
under to prevent consumption of the masses horn rising very much and 
very fast, if they want to secure the savings rhev need for economic devel- 
opment. The rc'fc'inns can therefore not be given tlic' popular motivalicm 
of soaking the rich to fecjcl the poor — apart horn the fact that, as 1 pointe*! 
ont, there wcnrld be very little to clistriliute. 

Consumption levels can, in fact, not fie permitte d to rise at all, except 
sufisccjncntly to, and corresponding to onlv a [lart ul. a rise in [iioduction; 
as I shall later point out, n is ])Ossibl(‘ that a temporarv lesult of the 
redistributional relorms may even be a decrease in jirodiuiiv iiy whicli 
would make attempts to ratsc ce)nsumption l(\(ls even more disastrous 
Redistributional relo'nis that do not pionct naiional savings not only 
fail to o[)en up any advance to economic de\elof)nient but will even bring 
about a deeper and more widespread jioveriy. 

In addition to land lelutm these countiics will need progressive taxa- 
tion; for the time licing their tax systems are nguLnly ngressive and, in 
particular, spare tlie rich from an) considerable buiclen.' but they will 
have to tread this road with utmost care in order not to destroy the foicrs 
for economic development. They should discriminate ir^ favor of savings 
and of enterprise; shifting some of the rents from land to the profit- 
earning sector may often be a ntiional polity . 1 hey, much more than the 
advanced countries, need “incentive taxation." d’heir redistributional 
social security systems bear as yet canly the faint esi resemblance to those 
of the industrially advanced coiintiies;'^ and I think we should in all 
frankness advise them that they will not be able to afford much more in 
the near future. The advanced countries had very little of this type of 
redistribution until they had reached a much higher level of productivity. 
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Their redistributional reforms should thus have the purpose of break- 
ing down rigid class structures and improving the incentives for, and the 
conditions of, enterprise and production — such as land reform— but for 
the rest should aim at siphoning off income from consumption, particu- 
larly luxury consumption, to savings. To give effect to such rational but 
austere principles under conditions that prevail in underdeveloped coun- 
tries would be a hard task for mature democracies and their experienced 
administrations. The underdeveloped countries must try to do it within 
the frame work of their much frailer political systems and with weak and 
sometimes even corrupt administrations; to these additional difficulties 
I shall return. If they do not try or do not succeed, they are in danger of 
losing all possibility of giving a spur to national integration and economic 
development. 


Land Reform 

With the overwhelming dominance of agriculture in the national 
economics — which is one of the indications of an underdeveloped coun- 
try — land reforms naturally take first place among the redistributional 
reforms. Local conditions vary widely and no generalization can apply 
to all areas. The most common social and economic defects of the agri- 
cultural system in underdeveloped countries are, however, well sum- 
marized in a United Nations study in the following way: 

For many countries the agrarian structure, and in particular systems of land 
tenure, prevent a rise in the standard of living of small farmers and agricultural 
laborers and impede economic development, both by preventing the expansion 
of the food supply and by causing agriculture — usually the major economic 
activity of the country — to stagnate. Among the features of the agrarian struc- 
ture which have most serious effects are the uneconomic size of farms; the mal- 
distribution of land ownership with concentration of large estates insufficiently 
utilized and the landlessness of a large part of the rural population; the frag- 
mentation of holdings: tlie high rents and insecurity of tenure characteristic of 
many tenancy systems; indebtedness and lack of adequate credit facilities for 
the small farmer; absence of settled title to land and water; plantation economies 
which offer low wages and no share in management to the cultivators; taxation 
policies which impose undue burdens on the small farmers and farm laborers; 
and in general an unsatisfactory set of incentives for a rising and sustained 
agricultural production.® 

Land reform is, furthermore, a primary condition for industrial growth. 
A main obstacle to industrialization in underdeveloped countries is the 
lack of a large and expanding market; this in turn is a consequence of the 
poverty and the low living standards of the people, most of whom are 
living from agriculture. It is of the same importance in countries where 
ownership of land is divorced from its cultivation that land is traditionally 
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an object for investment and speculation by the tiny class' of people who 
are better off. The very fact that land then becomes a symbol of wealth, 
power, and prestige is apt to decrease the incentives for enterprise in 
manufacturing industry. 

Redistribution of land, which breaks up large holdings and allocates 
them in plots of a few acres to peasants living at the subsistence minimum, 
may in the shorter run tend to reduce total agricultural production, be- 
cause the new owners lack capital and often also experience in rational 
cultivation. It will almost always reduce temporarily the marketable sur- 
plus of agriculture, and it is easy to imagine cases wdiere shecL starvation 
in the towns may be the result. The old system represents with all its 
imperfections a functioning social organization that lurnishcs the peasants 
witli credit, seeds, and sometimes fertilizers, and that compels them to 
market their products. 

To overcome these short terra dangers, land redistribution has to be 
combined with very determined clTous in other directions, mainly in the 
field of education and organized cooperation of all kinds. The heed 
farmers have to be taxed in order to make i([) — and, if j) 0 ‘'‘jhle, more than 
make up for — the savings of the formerly rich landowners. In other respects 
the new organization of agiiculture can take many social form^j and will 
have to be adjusted to the conditions existing in the diHcrent countries 
and to the valuations among their people. 

HowT^er difficult, land refftrm has nevrrtlieless to be tackled; otherwise 
the vicious circle will never be broken. A(K*mpts at lifting the level ti 
edtuation and enterprise of landless pcasaiib who arc not given the land 
aie almost certain to fail. 

Not wirnocrr SrRuc.Gr.E 

All these things are obvious to any serious ol^servcr, and for several 
years now decisions have been laken at various Hnited Nations meetings 
recommending land reform and setting it in its prf>per relation with 
other efforts to improve agriculrtirai productivity and (he living condi- 
tions of the farming population. As the years have passed, the resolutions 
have tended to become ever longer and more coraprcliensive; the sevcial 
specialized agencic.s have tlic problems under study. Ordinary well-mean- 
ing newspaper readers in our advanced countries might be led to believe 
that things arc happening on a large scale. 

But land reform is a much more serious thing. It is a matter for internal 
politics, and it implies in almost each of the underdeveloped countries a 
struggle for power and wealth. Professor J. K. Galbraith has this to say: 

Unfortunately, some of our current discussion of land reform in the under- 
developed countries proceeds as though this reform were something that a gov- 
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eminent proclaims on any fine morning— that it gives land to the tenants as it 
might give pensions to old soldiers or as it might reform the administration of 
justice. In fact, a land reform is a revolutionary step; it passes power, property, 
and status from one grouj) in tlie community to another. If the government of 
the country is dominated or strongly influenced by the land-holding groups — the 
one that IS losing its prerogatives — no one should expect effective land legisla- 
tion as an act of grate. ... 1 he best assurance ol land lefoim, which I for one 
hope can he oideily and peaceful, is a popular goveinment by those who 
really want lefoim.’" 

The United Nations experts previously leferreci to, in considering the 
problem ol land reform, make the following assertion: “Private enterprise 
will not yield its best results unless legal and social insiitnlions are such 
that the private initiator setiaes the Iruii ol lus own e ffort. “ They suggest, 
first, tenancy legislation to protect the tenant against ai liitrary disturb- 
ances and to compensate him for improvements which he lias eflectcd, and 
continue: 

In many cases, evc'n more radic.d reform is needed than legislation protecting 
tcTiants, In many under-devedoped countric's, the cultivatois of the .soil arc 
exploiteil mercilessly bv a landlord cLiss which perlorms no useliil social (unction. 
This class contrives to secure to itself the major pail of any incicasc in agri- 
cuituial yields, and is tluis a iinllstone around the neiks ol ilie tenants, dis- 
couraging them horn making improvenieuis in .igiicultuie and, in any case, 
leaving tlicm too little income from winch they might save lo^invest in the 
land. In such countries land lelorin, .abolishing this landlord clavs, is an lugent 
pr(*-recjuisiie of agricultural progress. . . . Laud reloiin in ihcM' countiies wviuld 
be the first step necessary lor releasing the productive energies of the j)eoplc‘.^^ 

The experts take an erjually stern line with lesjiect to the moneylenders: 
“The' bill den of private debt upon the small fanner comes within the same 
catc'gory. Wlieie this is so large as to discourage initiatives, govenmieuts 
have sometimes to cTcate machiireiy foi wiping out excessive debt.”^- 

We would deceive ouiselves if we did not face* the fact scpiaiely lh:it 
land reform is not simply just a gcK)d and wholesome scheme tliat the 
underdevc'loped countiies have every leason to huny and adopt in order 
to make economic: development pcjssiliU* — it goes ag.iinst potverltil and 
deeply enUciuhcd vestc'd inter c'sis I he same is true ol all oilier economic 
and sot'ial reloims that tend to disturb tire status quo. Galbraith, taking 
as a point of departure the argiimeni ihai economic development assumes 
popular government, comments: 

In the [last few y<\us wa* have .sonic how m.magccl to persuade ourselves that 
all of the goveiiimeius ol tire world w.int txonomic jirogress. T his is undoubtedly 
true of the great masses of the people ol the world. Hut wc should not suppose 
that the lip service th.it members of iheir governments pay to these aspirations 
reflects, in all cases, a genuine desire for change. In importaiii parts of the 
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world — in much of South America and the Middle East and elsewhere in Asia 
with such great exceptions as India — governments are still the property of the 
puppets of small groups whose future security may be not with progress but with 
stagnation. It is idle to hope that these groups will misinterpret or ignore their 
own short run interest and become reliable paitisans of progress. 

. . . Material progress is to the advantage of the masses of the people. If they 
arc in command of their political destiny, or if they are of sulhcient political 
consequence so that dictators can remain in power only by their claim to serve 
mass tvelfare, there will be progiess. But progress docs not necessarily rc'ward 
the colonial power or the domestic ohgaichy. It may. on the contrary, be 
pcxsitively damaging and even dangeious to them. Landlords in backward coun- 
tries, if they see clearly their interest as some have the uncloubted capacity to do, 
will not welcome the industrialization that will make their labor independent 
and expensive. Ihe merchants who man the tollgates at the ports of the 
Caribbean and South American countiics do no» want nuKlern methods ol mass 
distribution which would promptly bypass them. Ihe soldiers who infest the 
political life ol the South American republics would ho quickly letiuned to 
barracks by the business classes and the labor and farm iiK;vements that effective 
economic devclojnnent would hring.'*^ 

Staley likewise observes that in uiuicrdevclopcd countries siriall groups 
of privileged people, enjoying exceptional weaJih, political power, and 
prestige, and privileged also as rc^gards healtfi and education and so 
possessing more tlian average cncigy and sexial skills, are often likely to be 
apathetic, if not actively hostile, to many of the measures recjuired foi 
economic modernization. Uut he adds this important qualification: 

Many acc|uirc loyalties to their nation, or ])OTh:ips to humanity, stronger than 
their loyalties to the supposed interests of their class . . . The notion that social 
origin determinates a man's political views, and especially his attitude toward 
the changes requisite for successful economic cleveloj^mcni, no doubt has a good 
deal of validity in terms ol statistical averages, but in any society where new' 
ideas have begun to percolate there are hound to be a considerable number of 
individual deviants, mutants, wliv. do not lollow the average pattern. It is pre- 
cisely these individuals who are t'lC key to social and economic change.^* 

This is irue and should not be forgotten; but even so, tlic relorms are 
not likely to be handed down to the poor masses of people merely bccat.sf 
ol the lationality and benevolence of the privileged classes; as always before 
in history, reforms liave to be fought for and wcjn against the fierce resist- 
ance of most of those wdio have b» accept sacrifices. And without minimiz- 
ing tfie importance of outside advice and piessure, as exemplified in the 
resolutions of the various organs of the ITnited Nations, the decisive 
struggle has to be w^aged on the homeground. The reforms will have to 
ccmie as a result of a gradually more eflcctixc domestic political process. 

This process is cumulative in character and, from the op])osite view- 
point, nothing is more apt to strengthen the basis for the frail begirrnings 
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ol political democracy in underdeveloped countries than the successful 
embarking upon the reforms necessary to break down the social and eco- 
nomic inequalities. As the United Nations experts put. it: “Attempts to 
control the consumption of the rich have real political value if the govern- 
ment is trying to win the confidence and the co-operation of the low and 
middle income gioups for its development program. 

Education and Health 

The molding together in a liberated national unity of ethnic, cultural, 
and religious groups and social castes, the land reform and generally the 
loosening up of the rigid economic class strucuire arc only a part, in a 
sense only tlie outward part, of die great initial social adjustments neces- 
sary for releasing the forces for national integration and economic 
progress. Within diis framew'ork a great number of other social changes 
must take [)lace, and in the cumulative process of adjustment they are 
ail interdependent, being causes as well as effects. TIic entire social sys- 
tem must be moving. 

Perhaps the most important single element in a national integi'ation 
program is educational reform, and, in my \iew, the moj,t important 
single element in educational reform is a determined literary dri\e.^^' f'hc 
lit(Tacy drive should be backed up by the csiablishiiietii ol a higli priority 
fur the j)iu(Iucrion o( reading niaiter— a derived dem.'nrd wliici^ is often 
not caiered lor, with the nsult tliat the whole literacy drive coiues to 
naught. 

Sotnething tremendously vital to bis s|)iiitual integration into ilic nation 
and into the world happens to the peasant wlicn he can read the names 
of the stiec'is as he goc-s to town and wheat he can start to make out the 
syllables in the local newspaper — cspeciall) d the process goes fiirlhei and 
he also obtains c*asy access to reading matcTial tliat is of piTsunal import- 
ance to him. All oilu’r education —in goveiimient, hc'aiih, more rational 
mcibods of production, etc. — becomes relatively hopeless without this 
basic condition ol literacy. To start on a national clcvclopnu'ni program 
while leaving the population largely illiterate .seems to me to be futile. 

A liteiacy drive— like the whole educational reform, if it amounts to 
an) thing— will mcLsi certainly introduce a new compl(*x cif tensions in a 
backward country, and will contiabure to all the other factors breaking 
down the mores of a stagnant community. This community, hcAvcver, will 
already be under the influence of all the other factors lending to loosen 
up existing attitudes and institutions; and in this dynamic stream all 
other elements of national integration policy, and not only the literacy 
drive, are influences of change. The policy i^flucn(:(^s should so far as 
possible be directed towards building up a new and stable system of social 
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relations. It is the particular characteristic of literacy that it will tend to 
increase the ability of individuals to seek and follow a rational adjust- 
ment to the changes that occur. 

In addition to the literacy drive, there is need for a radical reform of 
higher education. I am thinking not so much of the level of higher educa- 
tion in most of the underdeveloped countries — low as it is — as of its 
direction. What these countries need is an increased output ol administra- 
tors, doctors, engineers, agionomists, and all soits of technically trained 
people on different levels, as wtII as primary schoed teachers. 

Yet almost without exception their higher education is now oriented 
towards turning out young persons trained in law. philosophy, languages, 
and literature— an eighteenth-century ideal Ironi the Western world, 
which has become a dangerous cultiual lag. Even within tiie so-called 
useful professions students from the undcidevi loped countries are often 
likely to choose the rnoie esoteric and least pia( tical branches A colleague 
from an American university told me that their gjaduate scliool is rich in 
aerodynamic ists from one Asian country, a piofession for w^hich this na 
tion as yet has JittL need. A young man fiom another As: m rountry, sent 
to study taxation, was inevitably attracted to the more abstruse rnathe* 
matical branches of ''welfare theory/’ 

In spite ot the crying needs for trained {personnel in all these counnies, 
we fmd that in many of them there inm exists an academic proletariat. As 
a matter of fact, one of the politically most unstable elements in many 
underdeveloped countries cemsists of the intc Ihctaals and senu intellect- 
uals who have received the wrong type of training and .are maladjusted. 
They are doomed to remain without routs, tlu' moie so since these (Oiiri- 
trics lack the social basis of a laige and stable middie class. I hc more im- 
portant fault in the present system is, liowcvei, ns failure tr> produce the 
badly needed technicians. 

A refoim in the field of higher ediuaiifiii in ih<' underdeveloped coun- 
tries has to overcome many cultural pretensions and to stiuggle against 
many vested interests. I'he prcien ions as vvell as the vrsted inten^sts often 
dominate not only the teachers but also liic naiional educational author 
itics; they have their deeper causes in the inhoriied class and caste struc- 
ture ot society. However great the rcsistaiKC, this struggle h;*s to lie waged 
and won; it must be put among the uig''ui necessities. A praaical and 
financial difficulty is connected with the tact that texhnical education often 
requires expensive laboratory equipment and a higher ratio of teachers to 
students than do art subjects or law, in which faculties there is aUo more 
“idle capacity” as a result of established tradition. 

A determined drive for educational refonn on a broad Ironr, stretching 
from a general literacy drive to tlie widening and modernization of train- 
ing centers on tlie university level, will not be inexpensive. As has often 
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been observed, this type of consumption is productive; it is really capital 
formation, thouj^h invested in people and not in the material fools for 
production. There is no easy way of^ measuring its marginal productivity 
or how far it can be sti etched without implying an unbalanced allocation 
of the resources of national savings, wdiich arc mostly very scarce in under- 
developed countries. But without doubt, and as a general rule, these 
countries would be well advised to switch considerably more of their 
savings to education. 

The same is true in regard to health. Productivity is kept down by pre- 
ventable illnesses. But again, the ejuestion ol the most remunerative 
direction of efforts is a crucial one in the underdeveloped countries, wdxose 
only chance of economic development depends \ipon the most careful hus- 
bandry of scarce resources. And again, it is a cjuestion of overcoming vested 
interests, rooted in the great eeoriomir inecjualilies in these ccjuntrics and 
in the class structure. In matiy, if not in most, unclcrclevclo])ecl countries 
doctors are concentrated in the cities, whcic they earn c(jmi(n table in- 
comes from catering to the lew rich, while there arc virtually no doctors 
available for the masses of people in the villages. Generally, there is also 
a tendency to spend relatively too much on curing sickness and preventing 
death and too little on public jneventive medicine. 

The health problem presents several dilemmas. One is that economic 
considerations of costs cannot be excluded when deciding how lar society 
should go in curing sickness. Indeed, even the richest country coiirfcl spend 
a much greater proportion of its national iiuomc on doing (‘\en moie to 
keep its weak and old cili/ens alive a little longer The prol>lein has re- 
cently been discussed as a very practical one in Knglancl. '1 he })rol)lem in 
an underdeveloped country, though considerably clilferent Ironi (hat in 
England, is different only in degree: it has to draw the line lor its invest- 
ment in lire nation's health and longevity witldn vcTy much naiiower 
limits. 

• Another dilemma, which is now ia|)Klly disappearing in industrially 
advanced countries hut is tragically leal in the undeicie\elc)])ecl ones, con- 
ceiiis the relation hetwc'en health and the level of coiisumj)tion. In the 
latter countries {)copIe are underiiouiished and underhoused,' and tlieir 
woiking conditions are inierior; with moie food, better houses, and mcne 
hygienic wc^rking conditions the) would l)e heallliic r. 

Fcjr a long lime (o come this dilemma will he unavoidable. The national 
communities cannot allot d a much higher level ol consumption, ii they 
are bent on economic develo])ment. "J hey must seek the maximum im- 
provement of the health of tlie population wliicli can be bought at a 
price they can afford to pay, that is, wnthout pci mil ting a rise of con- 
sumption very much or very soon. 
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PoPl’LAriON Pressi ire 

By far the gravest of the social problems facing most underdeveloped 
countries concerns population policy. “Population increase hovers like a 
menacing cloud over all poor countries. It can ofl^ct, and more than offset, 
the contribution to economic prosperity which all other factors can 
make. 

While there are great variations in the relation between population and 
natural resources, many of the underdeveloped countries are densely 
populated; it is in the logic of things that these densely populated ones 
together account lor by far the larger proportion of the total nnmbcr of 
people living in underdeveloped countries. Most people in non-Soviet 
Asia live in very heavily populated aieas, such as India. Past Pakistan, 
Ceylon, Java, Japan, Formosa, and the Philip])incs. '1 he larger part of the 
populations — tv\'o thirds or three cpiarters -^Uve crowded on the land, 
which often tends to be de pleted of its natural fer tility. 

Southwest Asia, witli its large desert tracts, and some countries in the 
Near East have a lower density of population. So havT gc ner.dlv’ — again 
with large variations — Eatin America and Afiict. Even in such regions, 
however', the peo])le often live cramped togetlnr on the* land; .ind a rapid 
change towards l)elter utilization of ilie rescauaes would usually reejuire 
both more enterprise and more capital (lian are .it jneseni :nailable.^‘‘^ 
As a iiiatter oi fact, the distrihntion c.f ti.aincd skills and capital ecpiip' 
merit is even more nnecpial, to tire disadvantage ol underdeveloped coun- 
tric's in general, than the di''iTi])uti()n of naiinal lesonrcas. 

The [)Opulaiions of all under clt vclopc d (ouuhies arc* lapidly increasing; 
the aj)proxiinate rate ol annual increase is e |)er cc ni for Latin America, 
2.0 for the Near East, 1.4 lor Alrita, and \ lor the Far K.ist. Since prewar 
times the total populaiiun ol undeidev eloped countries has incrc'ased by 
somcihing like' j)C‘r cent; as indusuiali/.ition in most of these countries 
has proceeded very much meuc 'vlovvlv. the* very largest j)ari ol the j)0|)ula- 
tioii increase has Iiad to Ire ahsorlKd by ih'* already tneicrowcUd agricul- 
tural sector. 

Present trends point to a rise in the: rate c)t [)Oj)u]ation incu’ase in the 
underdeveloped countries. India's population is es'unatt'd to have in- 
creased by about 4; per cent between 1421 and as against sligluly 

more than 5 per cent helwecn iSc)i and rc^^i. I he lonseiisus among the 
experts is that this rise in the ttnrp'- jropul.iiidu imoase in the undcr- 
dt'vcloped countries must he expected to continue ---unless very radical 
changes in pojrulation polic y occur. 

The main reason for this jiidgincni is the spectacular ck vcdopmerit in 
medical science, esf)ccially since tire war, which nrakes it jjossihle tcj reduce 
death rates drastically by means w'hich arc relatively inc.s j)ensive and do 
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not assume a rise in standards of living. In many countries of Latin 
America and in some parts of Asia and Africa, the death rates at present 
are only about one half as high as they were prior to the war and lower 
than they were in the advanced countries in the childhood of the older 
generation. There is every likelihood tliat within the next decade or two 
this condition will spread throughout the underdeveloped regions of the 
world. 

The birth rates in underdeveloped countries, on the other hand, are as 
high as ever; improved health conditions and the more favorable age 
distribution of the population resulting from lower mortality rates in 
early childhood will tend to raise them further. 

Professor Frank W. Notestein, who is no alarmist, sums up the situation 
by stating plainly that “it is clear that in the tong run high birth rates 
are incompatible with low death rates.” Leading up to this conclusion, 
he reasons as follows: 

Fertility is apt to yield rapid growth if low death rates can be attained. 
Whether they can be attained for a substantial period of time depends in large 
measure on whether economic development can come rapidly enough to forestall 
catastrophes. A sober consideration of the existing situation leads one to expect 
that catastrophes will in jcict check rapid growth. It points to the urgency of 
rapid economic development on a broad front to forestall such tragedy. It also 
points to the urgency ol giving attention in regional planning to those changes 
which bring pressure on the biith rate. Today's problem arises injarge part 
from the ab.sencc of such planning in the vast agricultural develof)ment of these 
regions. . . , First of all, we need to know how to reduce birth rates in an 
agrarian society. The problem is too urgent to p>ermit us to aw’ait tlie lesults of 
gradual processes of urbanization, such as took place in the Western world.'® 

In several respects the situation was very different in the advanced 
countries when they embarked upon their industrialization process.'^^’ 
For one thing, populations were small, considerably smaller than we 
usually realize. The sheer magnitude of the development problem in the 
.underdeveloped countries today is immensely larger. 

Not only the relatively empty countries in the New World, but also 
the older European countries, had therefore a much more favorable 
initial relationship between population and lesources than have undei- 
dcveloped countries today, particularly those with the largest popula- 
tions. In recent decades the populations of the latter countries have been 
growing at much higher rates than the modern industrial nations in tlieir 
preindustriai stage, and the prospect is that they will giow still faster in 
future, while there are no clear signs that tlieir industrialization will 
speed up very much. 

In the now developed countries, the large growth of population that 
eventually occurred was, in fact, merely a consequence, not an antecedent, 
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of industrialization. There, as in the underdeveloped countries today, the 
rise in the rate of population increase was a result of a fall in the death 
rates, while the birth rates usually remained high until towards the end 
of the nineteenth century. The difference is, however, not only that in the 
underdeveloped countries the fall in the death rate tends to precede in- 
dustrialization, but also that it tends to occur rapidly, while in the devel- 
oped countries it took several generations. Thanks to the new discoveries 
a fall in the death rate has become ‘'autonomous” and can take place 
even when living standards are not rising or, indeed, when the^’ are falling. 

A reminder is here in place that the advanced countries’ indu Arializa- 
tion and the rise in population increase occurred in the era ot free migra- 
tion. Europe today, assuming the same history of natural increase, would 
have had some hundred million more people if the emigration to other 
continents had not taken place. A conesponding outlet for population 
surplus does not exist for the underdeveloped countries today. Cross- 
boundary migrations have generally been check('d; the emigration that 
takes place is highly selective and discriminates against emigrants without 
capital and skill; most of the people living in underdeveiv)ped countries 
are colored and are kept within their own countries anyhow by the 
color bars. 

Also, a system of multilateral trade iKTinittcd many of the countries 
which became industrialized one hundred or one hundred and fifty years 
ago to follow a course of development that was not densely dependent on 
their natural resources. They found markets for their manufactured goods 
in less developed areas and could import food and raw materials from 
there. Such a line of development is hardly possible today for under- 
developed countries. 

We should also recall that there was then in existence an inicrnajional 
capital market from winch the industriali/ing rountiie.s could borrow 
money on relatively very favorable terms. We have seen in Chapters VIII 
and XI that the underdeveloped c< untries today have no such easy access 
to foreign funds, that government.d loans, Ifjans from the Iniernaiional 
Bank, and foreign aid do not in any substantial way suOstitutc for the 
defunct capital market, and that there is little prospect that they soon will. 

At bottom are, of course, all the other differemes referred to earlier in 
this book and, in particular, the difference in initial wealth and levels 
of income. 


The Economics oe PoinxATtoN Growth 

The fact that the populations in underdeveloped (ountries are rapidly 
increasing and the prospect that they will increase still faster within the* 
near future, are naturally reasons why it is so urgentiv necessary that their 
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economic development be speeded up. iiiit this population development 
is itself, at the same time, a tremendous impediment to economic develop- 
ment. This is so primajily because of the poverty of these countries, their 
low levels of income, and their great dithculiy in producing fresh savings. 

In a rich country the extra spur on the demand side, (aused by 
population increase, may even be needed in order to keep up con- 
sumption and irivestincnt and thus to maintain lull employment. I am 
inclined to believe that the liigh birth rates in the United Slates and 
most other ad\ariced countries after the Second World War — piobabl), 
in their turn, an elfect of full emplo\mcnr iUid the recently much })cr- 
fectecl systems of social security — have been on(‘ of the lac tors preserving 
the protracted postwar business boom. 1 find it probable that over a iiuudi 
longer range of vears the absence of population increase in France has, 
on balance, been a facior contributing to the social and economic 
stagnation of that country.'*-'* 

In underdeveloped couiuiies, if they keep at all to the road to economic 
development, neither c(msuin()ii(>n nor investment needs any extra 
stimulus, and both have ccjnsianliy to be held in check in order to avoid 
inflation. In the reactions of their economies to })opu]ation changes the 
underdeveloped couiitnc:s are difleient Irotu the licher lountiies just as 
radically as they aie* diflc'ieiil in rc’gaid to the ellects ol import resti ictioiis, 
a problem I deal with in Ciiaptei Xlll. 

In (act, underdeveloped countries can ill afford the structuttfl growth 
of the economy winch a peipulation im lease would re(|uirc only in order 
to preserve existing levels of income — before there is any ckvelopment at 
dll. The investment in feeding and biinging up a eonsiderably larger 
new generation and, thereafter, the proportional increase needed for 
producers’ ecjuipmeni may in most imdeidevelopc'd countries leave little 
or no net savings for any economic development in terms ot highci pro 
ductivity per capita. 

There are dynamic factors in this ('Cjuation which sliouJd not be for- 
gotten.^- Economic development in teims of higher productivity depends 
not onlv u|)on higher ca[MtaI intensity l)iit also on the inti ochic lion of 
new tC(hni(|ues. But improvements in production technicpies depend in 
their turn on the availability of nmie and Ixtter tools; stagnation of 
productive investment will also hamper technical progress. It is also true 
that when the rise in the rate of population increase is caused by a 
lowered death rare, this will correspond to a general rise of health 
standards in the populaticm. As the lowered dcaili rate reflec ts particularly 
a decrease in deaths during early rhildhood, it will also tend to raise the 
proportiem of the population reaching the productive age. Both these 
changes will tend to raise pioclm liv itv and le vels of income — but they are 
bought at the price of a more rapid rate of population increase, which 
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raises demand for foiisuinption and investment before any investment in 
development can take place. 

In evaluating the effects on economic development of a population 
increase, and an increase in the rate ol population increase, it is necessary 
to bear in mind the existing situation of j)Oi)ulation pressure. In one 
sense practically all underdeveloped countries arc “overpopulated’' — 
in the sense that they have surplus labor which is not put to economic 
use. This is, in fact, from one point of view the basic cause of their 
pov(‘rty. Regularly from a third to a half ol their manjiower in agriculture, 
in which most ol the population earns its livelihood, is super h^ious, in 
that—even without any s[)e(ial laboi-saving devices, but with a better 
organi/aiion of product ion and a few more and belter tools — they could 
maintain existing pioduclion with a much sinallei agricuhuial popula- 
tion: in the cities tliere is at the same time unrm|)ioMiu'ni and still more 
“underemployment.” The surplus population wnnld assume even larger 
proportions if new production tC(hnic|ues were intioduced and there 
wcie substantial productive investments. 

Kconomic developmeni must (oiisisi of putting inoi<‘ workers into 
economic production and giaduallv also of impioving the techniques and 
raising capital intensity — tlier< by increasing puxiuction, lacililaiing 
savings and capital lonnation, and. in time, making possible also rising 
living standards lor the massc's. When theie already C'xists so much surplus 
labor that iicc'ds to be jirovided with economic emi)loym(“nt “-usually 
enough to tax all that the national communiti(\s can rnobili/c' in the way 
ol capital, enterprise, and organi/ational ability lot decades ahead — a 
large population increase will only mainiani the sui|)lus and make it 
more difficult to w^ork olf. The growth of woiking population, caused by 
pojHihition increase, does not thereloie usually lesult in a [jroportioiial 
rise in production. 

On these points we should reiall the dehnition of economic develop- 
ment in terms ol raising ''laiidard ol living lor ifu* nias.'>es ol people; 
tin’s is a politic'al [iremisc of mime use nnpoiiame in all lire under- 
dexeloped countries. It has bee n a leiurring tin me m this l)Ook that 
governments in these countiics will have to che<k iims in consumption 
most seveidy in order to allow hn invesiriuiu in the growth of produc- 
tion. As low as living standards atc' in these count ncs .and as extravagantly 
as the hopes have been raised —for which a lu^asy responsibility falls 
on the advanced countries —this nc.cssity of raising savings for invest- 
ment represents one of the greatest political dilhculi i(‘s fating all under- 
developed countiics. 

Providing for a pojmlation iiuicase diminishes the available savings 
for investment in higher levels ol productivity; the prospect of a still 
higher rate of pcjpulation incicasc is bound to accentuate this dilernnia. 
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Even if there is some development, which usually assumes some savings 
above what is needed to take care of the population increase, the increase 
in production which can be used either for savings or increased con- 
sumption will be smaller than it could have been with a similar sacrifice 
but without population increase. If such a country decides nevertheless 
to press on with economic development, the population will have to 
wait still longer for any major rise in standards of living or, perhaps, 
even take a cut in consumption. If, on the contrary, it falls for the 
temptation of following an easier policy, development will be checked 
and future living standards will be endangered.^^ 

The danger is, naturally, continued stagnation. We know too well from 
the colonial era that if the population is constantly increasing, stagnation 
of average levels can well be concomitant with considerable development 
of individual enterprises and localities. As Notestein points out: “If gains 
in ))roduction only match those in popul:ition growth, ‘improvement’ 
may result principally in ever larger ma^'Ses of humanity living close to 
the margins of existence and vulnciahle to every shock in the world 
economic and political structure. Such ‘juogtess’ may amount to setting 
the stage for calamity. Much of Asia seems to be perilously close to this 
situation.’’^^ 


PopuLAiioN Policy 

The end result of the application of modern medical methods to under- 
developed countries may thus be only to strengthen the hold of poverty 
over their peoples, d’liis dilemma cannot be solved by slcnving down the 
health reforms, I'lre urge to prevent illness and, death cannot be 
inhibited; it is planted loo deeply in our Western system of ideals, wdiich 
is now strengthening its hold all over the world 

For women to bear children and lose so many of them before they have 
grown up means siu h human misery that wc cannot possibly abstain from 
attempting to save their lives; and as I have pointed out, the progress of 
medical science makes it ever clieaper to do so. High mortality in early 
ages and poor health at every age in the population also itnply a great 
waste of productivity which we must try to combat. This is, in fact, a 
very important part of any effective plan for economic development. But 
it all becoim s sell defeating it wv cannot at the same time bring down the 
birth rate. Reduction of birth rates in underdeveloped countries is no 
substitute for economic devclojmient, but rather an essential condition for 
its success. 

There is no rational ground for believing that this problem will solve 
itself. In the Westeni wwld birth control came laic in the development 
and only when — on account of very excc'ptional circumstances, which 



INTEGRATION IN THE UNDERDEVELOPED COUNTRIES 195 

cannot be expected to recur in most of the underdeveloped countries — 
living standards had reached a level considerably above what we can 
possibly hope for in the underdeveloped countries in the foreseeable 
future. In most of them, indeed, the level may even tend to fall, if the 
rapid population increase should continue. 

The spread of birth control in the advanced countries was not a result 
of any technical development of contraception. On the whole, it did not — 
and to an astonishingly high degree, docs not today — utilize any developed 
technique, but instead is carried out by one precaution or another, usually 
coitus interruptiis, which must have been known ever since there has been 
an awareness of a causal relation between coitus and conception. Birth 
control, when it spread, was thus directly and solely the result of 
changed attitudes. It is very difficult to believe that in these poor countries 
such a rationalization of attitudes will come as a natural development. 
As always in poor societies, thildrcn arc not such a large extra burden 
to the individual faintly. To have many children is, on the contrary, 
often the only available means of social security for the individual. In a 
quantitative sense this will tend to change somewhat, but l.ardly radically, 
when many more are surviving. 

There is, however, one weighty reason why the historical analogy 
should not lead us to take a loo desparing view of the problem. Even 
though it is extremely probable that the population problem will not 
solve itself in the underdeveloped countric.s, it would be very different 
indeed il birth control became pan of public policy. In the Western world 
birth control had to spread in the beginning against the very explicit and 
powerful resistance of the organized community: law, religion, the 
medical profession, the whole educational system, and the press. Un- 
doubtedly it would have spicad much eailier il these powerful forces had 
remained neutral, as they mainly do today, and still earlier if they had 
favored it. 

The one hopeful thing is that there are signs in many underdeveloped 
countries that the community is pieparing itself for an effective public 
policy of propagating and spreading birth control. This is, incidentally, 
one of the points where the countries in the non-Soviet world may be 
able to inaugurate a policy that — even aside from the fundamental 
question of civil liberties — is rationally ‘‘Uperioi to that of the Soviet 
system. The Communist opposition to birth control is an example of the 
strong doctrinal determination of policy in the Soviet orbit — even if it is 
conceded that the relatively very favorable relationship between popula- 
tion and natural resources in the Soviet Union inakCvS this doctrinaire atti- 
tude less expensive: it will be interesting to follow the development in 
China, where for obvious reasons opposition to birth control will be really 
expensive. The opposition goes back to Marx, who had a strong dislike 
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tor Malihus and ever^^thing associated with him, directly or indirectly, 
partly because Malthus had provided the basic argument for the "iron 
law of wages." 

In a recent article Professor S. Chandrasekhar put the practical prob- 
lem in clear renns: "Unrestricted population growth and a rising standard 
of living in the present economic context cannot go together. . . , The 
present task is to carry this reform to the niillion.s of mothers in Asia, 
Africa and Latin America who desperately need it. Fortunately, by and 
large there is no organised cultural, instimtional or rcligit^us opposition 
to family planning in the under-developed count ries."^-^‘ Many field 
studies recently carried out have, furthermore, denionstratcd that poor 
people out in the villages respond positively to the suggestion that the 
number of iuture births could be thetked. Pandit Nehru has time and 
time again put his immense {>opular authority behind the movement for 
birth control and the Indian Govcrnnieni has begun to sponsor educa- 
tional and other actions to support it. Oilier governments in Asia as well 
as, for instance, the government ol Egypt, are gradually moving towards 
a similar posiiion. 

Such a policy would have to overcome immense difficulties. While 
birth control in the advanced countries usually spread first in tfi(‘ upper 
income groups and in the cities and only slowly reached the lower income 
groups and the rural areas, undeuleveloped countries cannot wait on such 
a slow secjucnce but will have to attempt by conscious policy to^gd birth 
control applied at once among the tradition bourui, illiteiate, povorty- 
siricken masses in the rural villages. We have little experience in social 
history of any conscious attempt to spread birth control among poor 
people, and none at all related to such very poor people and on such 
a massive scale. 

With the implementation of such a policy, even technical contraception 
would come to play a role which it never played in the achanced countries. 
To he effectively used it would have to be very much improved and 
made available systematically and free of charge. Possib!t‘ future dis- 
coveries leading to the provision of inexpensive, compJeiely hannle.ss 
tablets or injections for temporary sterility ccmld have international 
social and economic effects of the same magnitude as, or even greater than, 
those which may follow’ the splitting of the atom —and would make for 
progress and haimotiy with much more certainty and without at the same 
time bonifying the entire w^oild by the prospect of total destruction. 


The Need for Large-Scale Fresh Research 

All the pressing problems of social reform to which I have so far re- 
fened in this chapter have in common that they do not seem to be very 
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amenable to quick solutions; yet time is of the essence. By a combination 
of a long-standing heavy population pressure and general stagnation, 
most of these countries have not only economically, but also in their 
various social adjustments, reached a situation that cannot continue for 
long and yet can only be changed with the utmost difficulty. That is a 
major dilemma facing all underdeveloped countries. 

Should these big populations continue to increase rapidly, should they 
remain much longer illiterate and divided by internal chasms and grOvSS 
economic inequalities, and should economic integration and progress for 
tliesc and other reasons be slow or nonexistent, a situation will develop 
ever more diflerent from any yet faced by our now highly integrated 
democratic nations in their preindustrial stages. Internal tensions and 
the violent forces lor change in the w'orld at large, pressing from the 
outside, may then well be tiansfoimcd into p(^]itical action by an oftm 
dissatisfied and maladjusted class of intelh ctuals and semi-intellectuals. 

The method of progress in the advanced couiuries was tlirough a 
gradual development that left much to natur.al forces and was steered 
only by piecemeal .tnd occasional interventions by the and other 
public or quasi public organs, these inter \ciuions themselves mostly being 
in the nature of adjustments that liad matured to the point of realization 
within the social process of cmnuiaiive causatiem Ap]>lied to the under- 
developed countri(‘s, this method needs radical amplification if it is to 
have any chance of success. Reforms must he [Wished (aster and haidcr, 
both in the social and in tlie economic field. Otherwise there is a clear 
danger that stagnation will only change into decouiposition or that 
society will break up violently. 

An extra urge to speedier leforms — and also a guide to them — is the 
present image of the highly integrated and progressive countries. The 
undc'rdeveloped counnies naturally fix their atteiiticm morc^ on tlie social 
and economic results that arc finally acacirnplishcd than on the rough road 
the advanced nations have traveled to reach them — and rightly so, 
because w^hy should they repeat dl their errors and try again all the 
blind alleys? As a matter of fact, this is the (»m‘ great advantage that the 
underdeveloped countries Iiave today in comparison with the developed 
countries in their early stages of development. They have at thcar free 
disposal a vast accuniidatcd capital of kiio\A ledge and a highly rsdvanced 
technique, not only in the econorric hut al>o in the social held. 

Being a latecomer and being aide to take over and utilize the entire 
fund of know-how' that has been assenihled by the industrially advanced 
nations arc, however, not uninixed blessings, and there arc very specific 
inherent difficuliics. For one thing, there' is an imponderable stimulus 
from the very fact of running ahead of others, and countries that are 
lagging behind and trying to catch up may have to overc orne a correspond- 
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ing feeling of defeatism. There is, further, the actual difficulty of standing 
up to the competition of the advanced, rich, and rapidly progressing 
countries; Western Europe has been experiencing it in its relations with 
the United States, but the situation must be immensely more difficult for 
the underdeveloped countries. It is probably no accident that not only the 
Soviet Union but also, in its time, Japan, when starting out on the road 
to economic development, found it desirable not only to use very strong 
protective measures but also to apply a cut tain of secrecy to shield 
herself from all influences from the advanced countries other than those 
they decided were beneficial to their economic development and easily 
controlled. 

Thirdly, as Singer has pointed out, the awkward fact is that it is very 
much easier to transplant the fruits of economic development, or at least 
to go through the motions of doing so, than to transplant the seeds: 

It is fatally easy to transplant them [the fruits], not as end products but in 
isolation, divorced from the process which has cieaied them in the industrialized 
countries. Treated in such fashion, these fruits of economic development have a 
way of putrefying and even checking development itself. 7'ransplant medical 
improvements in isolation, and you increase the population which is being 
maintained at stationary standards rather tlian raise per capita .standards. Trans- 
plant advanced social legislation and it cither remains a dead letter or proves 
positively detrimental to economic development; create a desire for luxury con- 
sumption, and the foreign exchange resources available for the import of 
capital goods arc reduced; set up an elaborate machinery of stale planning, and 
under the conditions obtaining in many underdeveloped countries .such ma- 
chinery often becomes absurdly irrelevant to real needs and possibilities.^® 

The underlying clifFiciilty for the underdeveloped touniries in putting 
to their greatest advantage the accumulated wealth of knowledge, avail- 
able as a result of the development in the advanced countries, is that the 
actual techniques in which this knowledge ha.s been embodied are not 
adjusted to the particular circumstances. Usually they cannot be simply 
copied, for the circumstances in which they are to be applied are so 
different; and if copied, they do not achieve their maximum results and 
might be positively disadvantageous. All the problems have to be thought 
out afresh and new techniques invented which, if the basic fund of 
knowledge is drawn upon, wall be vastly superior to the present techniques 
in the underdeveloped countries. 

This is most definitely true in the field of social reforms, with which 
we have so far dealt in this chapter. Not only are the initially existing 
outer circumstances — including the geological and geographical setting, 
social stratification, and various standards of education, incomes, con- 
sumption and production — vastly different, but the inherited valuations 
are unique. I have already stressed that, even if some broad valuations, 
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mainly relating to social mobility and equality of opportunity, will have 
to be imported together with the machines, in order to fit an industrialized 
community, we should not expect the underdeveloped countries to be- 
come social and political replicas of the advanced countries. Not only 
the priority to be given different reforms and the speed of their applica- 
tion, but also the entire manner in which they should be worked out in 
order to fit a particular underdeveloped country arc important problems. 
They cannot be solved by simply attempting to reproduce what the 
advanced countries have accomplished. 

For this reason the underdeveloped countiies are in urgent need of 
fresh large-scale social research, concentrated on their own practical 
problems as they appear in the setting of their actual living conditions 
and based also on insights into the valuations and aspirations of their 
own peoples. Much of the literature on the piobleins of these countries 
produced in the advanced countries is supcTficial and strangely irrelevant; 
the present political and stratc‘gic preoccupations in some of these 
countries and particularly in the Unitc'cl States also give much of this 
literature a coloring that to the undcidevelopcd countries is extraneous 
and suspicious. 

The industrial production techniques will also need adjustment. In 
the advanced countries, these leclmicjues have been developed and have 
resulted in more or less standardized e(|ni])mcnt, wliich is now offered for 
sale to the undei dev eloped countries. They are the outrome of a long 
development which, as a result of tconomk progress itself, has been 
increasingly dominated by situations of scaue labor and abundant capital 
and, furthermore, by high standards of education and technical ability 
among the engineers, foremen, and workers. In underdeveloped countries 
the abundance of labor, the scarcity of capital, and the low level of 
education and technical skills would make it economically advantageous 
to use much less capital-intensive ecjuipnient, fewer labor-saving devices, 
and, generally, much simpler techniques. Many of these countries are, 
furthennore, in the tropical areas of the world, whereas all our modern 
industrial techniques are appropriate to the conditions in the temperate 
zones. 

This is not the same as saying t{iat their production methods should 
be old-fashioned and outmoded; they mv'^i benefit from all existing or 
new scientific knowledge, but adapt it to the actual factor proportions 
and other existing conditions in then countries. This wemid again require 
fresh industrial and scientific research on a large scale; for natural reasons 
they cannot expect that the advanced countries would do it for them 
as a regular part of their owm progiams.^^ 

Further, the administration technique's of operating a production plant 
and a business firm and, indeed, the whole social organization of produc- 
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tion and distribution in the national community is something that cannot 
simply be taken over from the advanced countries and applied in under- 
developed ones. Fresh research will again be needed to work out patterns 
of organization that are best suited to the very different conditions obtain- 
ing in these countries. 

Failure to think out old problems anew will constitute not only a 
heavy disadvantage in every field of competition with the advanced 
countiies hut also a serious impediment to economic development. 

Without the initial social reforms all efforts are, however, futile. As 
the United Nations experts point out: 

The first major ob.stac]e to the general advance in technology in under* 
developed countries is . . . the lack of an eduwitional and administiative 
structure through which the producers c?n learn the new technology. , . . 
Neither must education be conceived merely as a process of transmitting tech- 
niques. For what is required is a radical change in the outlook of the peoples 
of the under-developed countries. The progress in technology in Western Europe 
and the United States of Ainetica is based on a long scientific tradition, a con- 
ception of nature leading to a spirit of exploration, discovery and experiihenta- 
tion. A further obstacle to the absorption of new technology is the social structure 
of some countries. The people of these countries will not be receptive unless 
the basic social and economic institutions are such as to stirnul.ite incentive and 
initiative. . , . Jn many countries, social reform is as much a prerequisite of 
technological progress as is change of outlook."^ 

Fhe Roi k of thi. State 

In this connection, it is interesting to note the unanimity wdih winch 
central economic planning as a policy is pressed uiion the underdeveloped 
countries. “It has been a minor irony of the postwar experience of the 
United States,” Professor W. W. Rostow observes, “that its agents, both 
in Europe and in underdcvelojied countries, have found tliemselves urging 
an increased lolc for government planning in the etonomies of the are as 
whcic the American interest was engagc'd. This w^as the consccjucncc of 
no conspiracy among New Dealers or Socialists who found their way into 
American foreign operations. This was a realistic response to the nature 
of the societies where a sustained rate of eccmomic development was 
sought in the American in!(‘rest.''29 

Professor Norman S. Buchanan makes this assessment of the situation: 
“The nineteenth century secpience wdll probably not be repeated. The 
state rather than the drive of private enterprise in pursuit ol profits will 
determine the major features of industrial development in the [now] low 
income areas. Domestic savings and investment, labor training and 
mobility, imports and cxpoits, foreign borrowing and home finance will 
be guided by the visible hand of the state in the cjuest for higher incomes 
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through industrialization.'’-^® Piofessor John H. Williams again and again 
repeats his belief that “the kind of development program now needed 
for a better balanced world requires planning, whether or not we like 
that word, because it would not be at all certain otherwise how the 
parts might fit logcthcr'’;^^ hf is then thinking of the problem of inter- 
national relations but would, of course, find si ill more important reasons 
for internal planning in the underdeveloped countries. 

Even Professor Jacob Viner — though somewhat grudgingly, for reasons 
which I partly share — finds himself among ihc planners, having to admit 
that “what the proper division is between government initi'oive and 
private enterprise must depend largely on the extent to which the general 
public is able and disposed to exc'tcise the needed initiative, enterprise, 
and skill. In some countries tht masses of the people aie probably too 
poor, too ignorant, and too bound by old patterns (>f behavior to do much 
for themselves: and, il there is to be progress, it must be initiated and, 
for a time at least, largely conduded irum above."-^- 

All special advisers to underdeveloped (otinrries who have taken the 
time and trouble to acquaint themselves with the problems, no matter 
wdio they are — teams of expeits from the International Bank or other 
international agencies, including fhe*(>)Iomho Plan, ofhcials c)i the Ameri- 
can Point Four Program; private foundations aiul iOnsultant films; inde- 
pendent social scientists, joiunalists or visiting polititians — ail recom- 
mend central planning as a fust foiuhtion tor progress. Implicitly they 
ail assume a diilcrerU approach to lire social and economic pioblems of the 
underdeveloped countries today than that vvhnh historically was applied 
in the advanced countiies. l liey all assumr a vc iy mudi grealei role for 
the state. 

Most of the advisers from the advanced (oimtn'cs who ate now urging 
the underdeveloped ones to vard central phmiung ol their social and 
economic reforms arc nc»t dot irinaites, sold on jjlatiriing as a panacea, 
but on the contrary usually mor^' at home among the trilits of central 
planning. Yet, fared with the pcMiliar piohleiPA of tl;e undt'rdevelopcd 
countries they nearly all hc-come /e.dous jrhinnt'rs. 

If governments of underdevelofred countries have gone far in central 
planning and in preparing for large-scale ^tate inierventious, it is rarely 
because of the earnest advice of the exjrerc from the advanc'cd countries. 
As I pointed out in Chapter XL ihe vciy defuntion of economic develop- 
ment as an attempt to raise livingst mdards lov the broad masses of people 
— which is common in all unclerdcvrioped countries and generally 
accepted in the entire discussion of the profjlcm— and tin* further concept 
of this attempt as a political driv\ strongly associated emotionally with 
the cravings after economic and political indei)endcnce, identify economic 
development as the pursuit ol a government jilan or program. 
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Behind this general trend of thinking is also the appreciation of the 
desperate situation of most of these countries and the need for speedy 
reforms. I have just shown this in regard to the population problem where, 
if grave and imminent dangers are to be avoided, natural forces cannot 
be left to work themselves out and a policy is therefore urgently required. 
More generally, there are compelling reasons to achieve a much more 
rapid economic development than could be hoped for without central 
planning and government initiative. There is also a comprehension of 
the opportunities for using the more powerful technical knowledge now 
available and which will not be exploited fully if development is left to 
take an undetermined route. There are many other reasons for central 
planning and large-scale state intervention in underdeveloped countries 
which, however, are all included under these general formulas. 

Thus, to exploit effectively modern technical possibilities, investment 
and production projects will nowadays often have to be larger in scope 
than private initiative in these countries can handle. For the same reason, 
initial investments will have to be directed more to the sphere of exierrial 
economies, in the provision of power, means of transport, etc., and to 
various social purposes, from schooling to housing. Technological devel- 
opment has changed the basic conditions for industrialization during 
the last hundred years. 

It rapid development is desired in a low-income, stagnating peasant 
economy, geared to self-sufficiency — unlike a progressive industrial one — 
so much more attention needs also to be given in the initial stages to 
balancing the growth of different industries, so that the increased supply 
of various goods meets an effective demand. Leaving economic develop- 
ment to natural forces means in most cases continued stagnation or un- 
necessarily slow development. A progressive economy can take better care 
of itself because it has momentum; a stagnant economy must first be 
given momentum. 

In most of these countries the social chasms and the inequalities of 
distribution have considerably hampered the growth of the conimeixial 
middle class, which in the advanced countries played such an important 
role in economic progress. As Rostow points out, “it is easy to forget that, 
before the industrial revolution came to Western Europe and the United 
States, it was preceded by several centuries of commercial and eaily in- 
dustrial development, which had formed a class of {)rivate entrepreneurs 
prepared morally, intellectually and technically to exploit the potenti- 
alities of the innovations that came forward. The middle class, in a sense, 
was the most important of the economic innovations of modern times; 
and it is not susceptible of rapid diffusion throughout the underdeveloped 
regions of the contemporary world.**'^^ 

It is, further, highly characteristic of all the underdeveloped countries 
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that their business classes arc bent upon earning quick profits not by 
promoting long-term real investment and production but by buying and 
selling, moncylending, and other easier ways of making money, which 
also often escape taxation. Profits tend to be invested in land, or else 
hoarded or transferred abroad, when they are not dissipated in a costly 
display of wealth and social status. There is a low propensity to save and 
to invest productively in new enterprises. 

In these countries there is everywhere a relative lack of the entrepre- 
neurial spirit. As Staley points out: “Private enterprise fails to function 
effectively in most underdeveloped countries, not so much because it is 
repressed or interfered with as because it does not yet exist in the modern 
sense in which Americans automatically think of it.’’^^ The problem is 
not merely to release it but to cultivate it. The real task is one of “institu- 
tion-building.” 

If there is to be economic development, the state will almost inevitably 
have to take the initiative. The Sccrctaiiat oi (he Economic Commission 
for Asia and the Fai East, when discussing this problem, concluded that 
“the experience of the last lew years suggests that only in Japan and 
Hong-Kong is private business fully capable of developing the economy 
by its own resources and on its own iniiiativc.”^® 

Tkf Prowlf.m of Auministration 

Tliis urge to central planning and the necessity foi the state to be the 
initiator and promoter of business projects — at least in the beginning, 
until the social and economic condiiiorus have been created for private 
business on a larger scale — confionU all (hc^ underdexeloped countries 
with a major problem: (hat of effaienc) and iiu orruptibility in govern- 
ment and administration This is anotlier thing about which there is 
consen s u s sapiryith m. 

It is a quite common complaint in (he repoits on the development 
problems of undeKlcveloped coiintnes, whiili nov? al)ound in the publica- 
tions and arcliives of uiternatioTial agcmcies, thdl one of the important 
obstacles to development is the state ol public administration: it is in- 
effective, untrained, incompetent, and oftm corrupt. In all programs for 
international technical assistance improvement of public administration 
plays a prominent role. 

But Iiere, too, the underdc\clopf‘J countries are faced with a much 
more difficult problem than that once solsed in the now advanced coun- 
tries. In the countries of the northwestern corner of Europe, which liave 
gone furthest in cleansing and rationalizing [lolities and administration 
and have often succeeded in making public er.terprises models of effi- 
ciently organised busincis, there w'as, to begin with, an age-old tradition 
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of legalism. Since heathen times these cultures have shown a fanaticism 
in explicitly regulating the relations among individuals and between 
individuals and tlie corninunity in terms of honesty and fairness and 
equality under ihe law. 

The inefliciency and corruption that nevertheless did creep into the 
politics and administration ol these countries were finally cleaned out at 
a time, a little more than a hundred years ago, when the state had still 
few economic functions. The strong state — in the sense of being incorrupt 
and efficient — was in these countries the accomplishment of economic 
liberalism, and the job was so well done that the state could later grad- 
ually enlarge the scope of its activities by taking on more and more func- 
tions without becoming corrupt and inefficieni. I he paradoxical truth is 
that it was economic liberalism that pcrlectcd the main insirument tor 
central economic planning and public inierventions in the modern wel- 
fare state, 

I indcnicvcloped counirics have to attempt to create an effieient and 
hon(‘st political and administrative machinery without much in the way of 
legal iraditions. And time does not allow them a purgateny era of cco- 
nomic liberalism; they have to rcjoim tJirir politics and their a dm ini Ur a- 
tiou at the same time as the state is incie.asingly iompeUed to handle 
vast public funds and run business on a laige scale. From this point of 
view, too, one ol the most valuable heritages the British Einjiire has left 
to its lormer colonies is the tradition of the British civil scrAuc\ 

As “it takes gcjod administration to improve bad administration/' here 
is another vicious circle that creates deadlocks and ohslructions, if it is 
not broken by vigorous and successful action. 

Development requires good administratioii, yet good administration is itself a 
result of economic development. It is not, of course, a neces‘'ar\ result, tor 
some highly developed <ountri(s have very bad administrations. T he dilfevence 
is that once development has been achieved, bad administration can be aflorded 
as a luxury, whde where administration is poor trom the beginning, economic 
development is made more diflicnlt if the government becomes its main agency, 
whether by choice or because of the absence of innovating entrepreneurs.'^^ 

Tlie United States is, of course, the main examjrle of a developed 
country which has not attained the highest standards of administration. 
If the Americans arc far aheau of us all in business and pioduction, this 
is entirely due to their productive efikiency on the farms, in the factories, 
and in the stores. Their politics and jniblic administration, at all times 
and under all patties, have sulfercd, and still stiller, from serious short- 
comings. In administration there is wMste of cflort, overcentralization, 
lack of uncomplicated delegation of authority, etc., which are related to 
insecurity of tenure -ind of social status and many lingering traditions 
frcmi primitive democracy .uid the sjroils system, as well as many other 
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peculiar traits that have developed fixed patterns. Economic liberalism 
never carried out its purges in politics and administration in the United 
States. 

It is an interesting sociological problem why the nation which has so 
successfully rationalized its private economic life and accomplished the 
highest level of labor saving in production and distribution, has tolerated 
so much waste and inefficiency in administration and politics. What has 
to be done is usually done, thougli mostly in a xcry cumbersome and 
expensive way. Even a good administrative unit in the United States 
sj)ends several times the manpower on a specific task that a Swede or 
Dutchman would employ. 

The United States tan, of couise, afiord a more cumbersome and there- 
fore relatively expensive administration; the underdeveloped countries 
cannot. American adminisUatioii can also to a large extent stay out of 
economic life as its business is efficiently organized. \b a matter of fact 
the relative inefficiency of public adminisi ration in tlic United Slates is 
in that country an imjrortant and rational motive lor the slate to slay 
out of business as lar as possible — as indeed it also was i-' Adam Smith’s 
Britain. The underdeve]o[)ed countries, on the conttaiy, arc dependent 
on the administration to p>erlorm a great mnnbc‘»* of functions that in 
the United States can be left— and had better be left -to private initiative. 

Not unconnected witli its less efficient adminisnaiion, the United 
States has, however, tlie huge and olteii valuable scientific literature, the 
great university insiitiuions, and the legions of cxpcits on administration. 
Nc'arcr home we have, incidentally, a similar division ol practice and 
theory: some European counfric's, for instance. :iie distinguished by a 
highly efficient and inexpensive sy-item ol tax collection, while others have 
the professors of public finance and liscai administraiion. 

I have often icflccted on the Lonst:cjuences of the fact that tire under- 
developed countries get so much oi their advice on admiiiistTriiivc reform 
from American experts. "Ehere arc dear advantages in this: an American 
expert has experience and trainin^'^ in how to fight van'ous shortcomings 
in administration which a British or Scanciinavian expert may lack. On 
the other hand, an expert from the rich and exuberant United States 
may by his upbringing be less disturbed by the wasteful habii of having 
too many officials on a job, which is a coimnon vice in all underdeveloped 
countries. Because of the great s. arcity ol trained personnel and the 
larger scope c>f administrative responsibility, it is much less tolerable 
there than in the United States. 


Balancing the Econojvhc Development Program 

It is in the setting of these most difiicult social and fxjlitical handicaps 
that the underdeveloped countries in the non Soviet world have to start 
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an attempt to pursue their economic development. The plan of economic 
development they have to follow has to be very delicately balanced for 
reasons already discussed and also because they are excluded by our gen- 
eral assumption, from using many of the efficient but harsh methods of 
the Soviet system for development of underdeveloped countries. In par- 
ticular, they cannot — and do not want to — press so hard on their con- 
sumers. As Pandit Nehru points out: 'T^he difficulty comes in always be- 
tween the needs of today and the demands for tomorrow. A poor country, 
poor in resources, has not got large resources for investment for building 
up tomorrow. And if you want a surplus, well you have to be strict with 
yourself in the present generation: and democracy docs not like stinting 
the present. ... But that is a tremendous advantage, from that limited 
point of view, which an authoritarian government has, which can build 
for tomorrow, not paying too much attention to things of today. . . . 
We cannot do it.*’^^ 

The next chapter is devoted to a more mtensive analysis of one aspect 
of this model of economir growth, one that directly concerns ii.terna- 
tional relations: the financial and tonimerrial problems of underdevel- 
oped countries. At this stage of the argument our interest is confined to 
their internal policies. 

In the underdeveloped countries by far the greatest pari of the popula- 
tion— often w\\ over two thirds — is agricultural. With the high rate of 
population increase in these countries, industriaiiVation has tp be very 
rapid in order to absorb the rise in agriculiural working population and 
still more rapid in order to effect a slow decrease of it. Uiuh r the best of 
conditions they will lor decades ahead be countries with very large agri- 
cultural popirlations. For this reason alone, a major problem of economir 
development that imniedialcly faces underdeveloped countries is, there- 
fore, how to raise the productivity of the laud and of the peasants. 
‘‘Industrial expansion without agricultural reorgani/aiion will leave the 
bulk of the people in a state of poverty. ... In other words, we can plan 
against mass poverty only if we set out to create the conditions of a 
rapidly expanding and efficient economy Ijoih in agriculture and in- 
dustry.''^” 

In most underdeveloped countries, improvement of productivity in 
agriculture is, furthermore, an essential precondition for industrializa- 
tion. The expansion of employment, absorbing those previously unem- 
ployed or underemployed, and the relatively higher wages paid to in- 
dustrial workers — one of the essential results to be gained by industrializa- 
tion and, in fact, a necessary inducement for workers to move out of 
agriculture — will cause a rise in total demand; since absolute incomes 
will remain low, this will mainly express itself in a higher demand tor 
food. At the same time, this dexelojmient process will also involve some- 
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what rising income demands in agriculture and, in particular, a higher 
le\el o[ food consumption. With the tight foreign exchange situation in 
which these count! ics ordinarily find themselves, if they art {)ushing on 
wnth industiial de\elo[iment, the only way of avoiding inflation is a sub- 
stantial increase in total agricultural production, allowing an inci easing 
proportion of it to he supplied to ilic nonagricultural jiopulation. In 
addition, if there is not an expanding market among the agricultural 
population, cieated by the purchasing powcT tliey acejuire by their greater 
sales of agricultural produce to tlu* towns, industry will not have the 
growing market it needs to go on expanding. 

In Italy and in Southern Europe generally, low productivity in agri- 
culture is a main limiLirig factor to all itlempts to push ahead with 
industrialization.'*^ In Latin America several countiies have been hamp- 
ered in their economic dcnelojmuait because it has hec ii loo confined to the 
growth of a few modern cities and some islands of industry, leaving agri- 
culture, and thus the mam part of the economy, in decay and bacVward- 
ness. 1 his has undoubtedly l>eeu one c>l the main causes of the constaru 
pressure of interna! inflation and also the loieigu exthaiig dilhcultics. 
riie determination to tackle the problems of tlie village is. by contrast, one 
of the hopelnl ilurrgs in India. when‘ sp.iu and u.iiuial lesouiccs are 
so piTsscd upon by its dense pojiulation, and uhere for rh^se and other 
reasons tlie beginning must he so hard. Many ol these' piohlcans are 
basically political and social — land lehiim, the a])olitinn ot the caste 
system, liunacy, fundamental edueniou -and have already been re- 
ferred to. 

A thiid important reason for giving agriculture a high priority in the 
development plans of every underdevc loped country is that only thereby 
can the integration process be given that solid start at the ‘gr.iss roots’' 
which is required if it is tv- lake the foiui ol a steady, peaceful, hut lanidly 
accelerating social grc;wlh. A large liieiatme, devoted to this prolrlem of 
community develofirrient and part’v spurred by the piacticai experience 
gained from the economic develoy-meni [lohcy iii several countries and 
from the international technical assistance ellorts, is already bciginning 
to ajipear.^® 

The general economic, social, and cultural situation in underdevek^ped 
countries is very far Itoiti the type of naiioiial integration that industrially 
advanced countries have reached; rommunity development must proceed 
well in advance ol the ultimate creation of the larger national solidarity 
that is the goal ol, and the necessary' conditiem for, a modern industrial 
society. Meanwhile, local integration and the attainment of social mobility 
and equality of opportunity, as well as economic diversification in the 
local community, represent a preliminary stage oi advancement. But they 
are, in addition, an important element in national integration when this is 
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finally achieved. For the larger part of the pof>ulation, the local com- 
munity is and will remain the agricultural village. Great importance for 
the intelligent approach to this building up from the grass roots of a 
more developed state of economic and social conditions attaches to the 
time-sc(juence or, from another point of view, the scale of priorities given 
to different efforts.^i 

Economically, a main limitation on expansion of production in agri- 
culture is that, on the whole, the scope for labor-saving devices is restricted 
as long as there is a surplus of labor. Efforts will have to be directed 
towards laying more land under cultivation and to increasing farm 
yields. The existing know-how will have to be used for applying a new 
technique, rationally adapted to existing fa-'tor proportions, which is 
not the same thing as carrying on with an out-of-date technique.^^ 

Agricultural reorganization will reveal a laige surplus of workers which 
had previously remained concealed. Part of this labor surplus can be 
drained off by stimulating cottage industry, again with a technique that 
takes account of the fact that foi the time being labor is a factor of pro- 
duction that has little or no social scarcity. All sorts of capital-producing 
work on country roads, dams, local irrigation systems, public buildings, 
or other communal amenities can be carried out for the same purpose; 
improvements in rural housing and sanitation can be stimulated. This 
type of investment usually requires little else than labor— which is in 
plentiful supply — and locally available resources. Ti ie])rescnls a sort of 
direct saving and will raise productivity and standards of living. To be 
economical from the social point of view (hose undertalc ings need not 
have the full value of market wages for the labor employed, as the popu- 
lation has to be sustained in any case. 

This is not a process that starts or continues through the simple opera 
tion of the price mechanism. It has to be initiated by the state and 
nourished by government direction and, to an extent, government sub- 
sidies; a large-scale educational and training elTc.>rt is also involved that 
will not be undertaken by private enterprise. It will never make real 
progress, however, if the active cooperation and entliusiasrrj of the peasants 
themselves, is not enlisted. 

As 1 mentioned, the result of part of these investments is an immediate 
rise in the li\ing standards of the rural population. The further develop- 
ment aim is to advance production by gradually raising capital intensity, 
improving techniques, and increasingly drawing the surplus la1)or into 
economic {jroduction. Standards of consumption can then again be 
raised. 

To be a self-perpetuating process the rise of consumption standards 
must not be allowed, however, to swallow up the whole of the increase 
of production, but must continuously leave a substantial part for capital 
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accumulation in the form of new investments. In the perfect model the 
saved portion of the production increase would soon have to be increased 
by taxation, designed first to pay for the subsidies involved and grad- 
ually also to provide for an additional \olumc of investment outside the 
agricultural sphere, from which more agricultural lai>or could then be 
siphoned off to industry. 

Even if the degree of mechani/ation in agTiculturc remains low until 
the far-off day when labor begin?) to be scarce, there will from the very 
beginning of this process be a rising demand for' tools. I hc gradually 
increased consumption standauls in agriculture will also raise the aetnand 
for industrial goods. This creates an expanding market, the iUiportaiKe 
of which for inclustriali/ation in undcTclev eloped countries has recently 
been stressed by Professor Ragnar Nmkse.^-^ 

Meanwhile, and as an autoiumions part of the deve lopment program, 
substantial investments outside th'^ narrow frame of community dcvel- 
o})nicnt ai'e assumed to he made in railroads, canals, irrigation sclremes, 
power instrdlations, and other forms of essential overhead capital, This 
part of a developirn nt ]dan is the one that creafes the luavltst demand 
for capital, particularly as it usually has a long maiuritv period before 
it vields highcT production. While its major ohpetive is to create the 
basis for a fiutlier iiidustriali/aricm, it create s at (he same time, if planned 
as a continuous expansion, a demand for nidusiiies producing materials 
and ecjiiipment. 

If, as IS assumed ic be an urgent neccssiiy in the underdeveloped 
CTHintries, the movement towards indiistriali/ation is lo Ire pushed aiiead, 
the state will ira\e to intervene in the field ol manulac tin ing industry 
loo, not only creating the exii’inal economies ami supplying iiarisport 
ami ]jower, but often also organizing the marketing ol the produce of 
the (expanding industrial axtor, providing faciblies for training worl;ers, 
foremen, and teelinicians on all levels, as well as Imsincss exc-rurives, 
giving managerial advice, making apilal availalile, often subo'di/ing or 
protecting new industrial enterprises, and someumrs ictually (^stal)lislv 
ing and operating them. At the same time it must liavc as iis principal 
objective not only the development of indnstriali/atirm to its practical 
limits, but also its direction, so that the growth is balanced and mot fry 
effective demand. 

The abundant supply of labor me ans that in industry', as in agric ultuie, 
a technique other than that used in advanced countries will have to be 
applied; wTile based upon modern knowledge ol tecfinology, it should 
take into consideration the fact that capital is very scarce while labor 
is plentiful. Again, as in agricultun, to be wwtb while Irom the social 
point of view, an industry does not need to be profitable cnougli to cover 
fully its wage costs, as long as there is a surplus of workers, who must in 
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any event be kept alive, or external economies emerge as an important 
by-product. 

Even more than in agriculture, however, investments are necessary to 
keep this process moving. Capital must be created and accumulated by 
voluntary savings or taxation out of the rising production. As capital 
is scarce, the utmost economy in its use is necessary. In underdeveloped 
countries it becomes even more important than in developed countries 
to assure full utilization of capacity. More often than in developed 
countries will there be good reasons to organize shift work in order to 
allow a factory to be run day and night. 

From one point of view the poverty of an underdeveloped country 
arises from the fact that its labor is not used at all or not used in an 
economic way. It is from the fuller and better use of the idle resources — 
represented mainly by suiplus labor — that both the rise in living stand- 
ards and the increase in capital formation must ultimately come; in their 
turn, these two effects become the basis tor still further advances. 

From another point of view the cause of poverty is the lack of capital. 
To squeeze out the necessaiy savings from a population that, even after 
the development process lias gone a long way, will still be living on very 
low and only slowly rising levels, is a lorrnidable task for a government 
that seeks its basis in po|ndar support. There is, however, no alternative 
for a country that wants to speed up the process; outside credits and aid 
will never suffice. Only if wc remember this, and also pay dug legard to 
the need for a very delicate balancing of all the elements in the very 
involved dynamic process that 1 have sketclied above, can we fully grasp 
the magnitude and the immense difficulty of the task that is facing under- 
developed countiies in their strivings for economic development. 

Thf. Stage Set for a Great Human Drama 

However difficult the task, one thing stands out: the hope for economic 
development of underdeveloped countries depends very much on the 
state's being able to plan and to direct, and even to invest and to produce. 
If this is to be done wisely, the government will have to do its utmost to 
avoid overcenirali/ation and to exploit every possibility of pushing re- 
sponsibility onto the specialized organs and local authorities. It must 
preserve with utmost care whatever voluntary indust lial and other organ- 
izations and local self-government exist and, at the same time, do what- 
ever it can to nurture their growth: a firm central control must, ol course, 
be exercised in order to enforce broad directives and to prevent exploita- 
tion and corruption. It is in these difficult matters of decentralization 
that the underde\ eloped countries could derive the greatest advantage 
from studying methods and practices in Northwestern Europe. 
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If the underdeveloped countries are to succeed, their national economies 
are going to contain, even in an early stage of tlicir dcNclopment, large 
elements of socialism, larger even than in the nationally highly integrated 
and industrialized countries. Leaving aside the old doctrinal issues, the 
fact is that "capitalism’* as an economic system — modified, as described 
in Chapter III, in a fundamental fashion as a result of a rcorgnni 7 ation 
under collective, public,' quasi-public, and private influences and con 
taining substantial elements of socialism — has today perhaps a greater 
momentum than ever in the highly inciustriali/ed countries. There it 
is youthful, robust, expanding, and anything but in decay. In most of 
the underdeveloped countiies, however, the main danget is continued 
stagnation. There, capitalism and private enterprise are weak, and show 
only the most Iceble tendencies to develop by themselves as they did in 
the earlier history of the industrially advanvod countries. Only as a 
result, and within the general framework, of state ])lanning and large- 
scale state promotional activity from the very beginning is thCiC any 
hope at all of eventually to'«ic.ring some knid of capitalism and private 
enterprise in these conn trie's. 

Central economic planning in the industrially advanced de mocracies 
has until now been far from coinphaely siuTcssful.''^ The underdeveloped 
countries are compelled to attempt a reasonable success of planning and 
state direction, though they do not have at their disposal our apparatus 
ol adrninistraiioii and planning. 

On one jioint I am less pessimistic than at least some of my colleagues: 
I believe that a considerable amount of central jdanning and state direc- 
tion is quite compatible with democracy and a Iree society; I do not 
believe that the advanced countries, because they givc^ ever greater scope 
for planning and state direction, are moving towards a society wuth less 
personal freedom and Icio (Urnocran’r participation; quite the contrary. 
I find no example in history vvhcr<’ democracy has been lost because of 
tc^o much planning and stale intc xentiou, but plenty ol examples of the 
contrary. 

"Planning . . . need not necessarily he imposed arbitrarily from above" 
— I am quoting the Indian philosopher and ddininistrator, Professor 
Humayan Kabir, who on many points has attained a more succinct fcjrrnu- 
lation of some of out general experiences m Noithwestern Europe than 
most of our cjwn writers, he conti u «s: 

Just as the political decisions of a democracy are die result of the interplay 
of the inclinations, wills and decisions of a miilriplitity of individuals, the 
planning of the welfare state can be the result of the interplay of the wishes, 
desires and hopes of all its citizens. The fact that socief) and the state are 
organisms in which the individual members act and react on one another and 
determine the nature and direction of their development makes such demo- 
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era tic planning not only pobsible but the only form of planning that can serve 
the real interests of the individual and the community.^ 

Our whole discussion of planning and state direction in the indus- 
trially advanced countries and partitulaily in Northwestern Europe has, 
however, related to a gradual development and, much more important, 
has always assumed that there exists as a basis a highly integrated national 
community with well-entrenched legal traditions, a vast network of organ- 
izations for protecting economic interests and/or social ideals a vigorous 
derncxracy in local municipalities and provinces, an efTective and in- 
corrupt civil service, and an educated, politically mature, and public- 
spirited citizenry with long-established traditions of freedom and self- 
government on the national and local levels — thmgs which are fortunately 
a reality in that part of the world. But these assumptions are obviously 
not fulfilled in any of the underdeveloped rounttics. 

The dilemma is tliat in most of the underdeveloped countries, without 
planning and state initiative there will be at the most only very little 
development and national integiaiion, and then most surely will democ- 
racy be in jeopardy. This dilemma only gives added sttess to the urgent 
necessity of giving high priority to large-scale initial social and political 
refoims of the structure of society that could assure as cjuickly as possible 
the Tcali/ation of the fundamental assumptions enumerated above. 

The stage is set for a great human drama. Taking into account all 
that has been said in this and the preceding chapter, and also titc virtual 
certainty that lorcign credits and aid Ircjin the advamed coimirics wall 
continue to be relatively insignificant in relation to needs, it is difficnlt to 
avoid the conclusion for most c/f the underdec eloped countries that, 
looking at the matter objectively, the most ])robablc outcome is {ailure 
and consecjuent social disintegration and political upheavals. 

A ic'servaiion has to be made, however, for an imponderable in the 
problem: the faith and devotion of their intellectual and political leaders. 

Thi: Caiwciit io Ahsorb Iorficn CIapital 

Their task w’ould naturally be easier, and the outcome less uncertain, 
if they could reckon on a greaiCT human solidarity on the part of the 
industiially advanced couiurie* . J1 more substantial amounts of credit and 
capital aid were forthcomiirg, economic progress cemid be secured with 
less hardship for the pi)pulation in terms of sup[)ressed levels of con- 
sumption, of a speedier prcjgrcss wem with unchanged savings efforts on 
the pail of the population. 

The lapid economic dc\elopmcni of the Soviet Union got off to 
a start virtually without loreign loans, except for some rnc:dium-term 
commercial credits; the same w^as also true, on the whole, of Japan 
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several decades earlier. 1 am, however, assuming in this book that the 
goal is to accomplish economic development without the harsh internal 
disciplines of the monolithic state. As Buchanan points out, it implied 
in the, USSR among other things “keeping the output of consumers' goods 
at exceedingly low levels, and even exporting grain to pay for needed 
imports, despite the fact that some people were even starving at home. 
This will be precisely the difficulty in some low-income areas of today. 
The level of consumption is so exceedingly low that any reduction wn'll 
force starvation, or at least hardship, upon many millions.”^^* But the 
alternative to the Soviet way of reaching economic dcvelopnu nt should 
not be economic stagnation. 

By lar the greater amount oi capital formation needed for economic 
development in nndeideveloped (onniries wdll under any circumstances 
have to be provided from doirustic savings out of thr^ rising productivity 
followu'ng economic developinenf It lias been calrulatid that to supply 
all Asia with a modest aveiagr of ? 2 ooo worth of machinery and tools per 
worker w^onld cost an amonnt three times the national income of ttie 
United States; to i aise the average output per worker in the major part of 
Asia to the level that jnpnn had rcarhed before the Second World War 
would cost more than one and a half times this amount.'*'^ 

A capital inflow even ajjproaching such figures is unthinkable and 
would even be unnecessary. It is indeed cpiite natural and in line with 
all earlier historical experiences of the development of a country that 
loieign capital should only be marginal and serve to give a start and keep 
up a momentum. If, liowever, that much were forthcoming — say, some- 
thing corresponding to what in earlier times th(‘ vapiial market was pre^ 
pared to furnish countries like Sweden and the United States when thev 
were developing — this could in many of the underdeveloped countries 
signify the difference between success and failure. 

It has, however, to be admitted that the experience of the International 
Hank and all other international and national agencies in the credit or aid 
field has shown it to be extremely difficult to find ^eally well-prepared 
investment projects in most of the underdeveloped countries. It is not 
only the supply of capital that is severely limited, but also what we might, 
with some broadening ol the term, call “effective demand." 

The main explanation of this is the very fact of the vicious circle which 
is holding down these countries in poverty and stagnation. As Nurkse has 
pointed out, while a country's capacity to absorb foreign aid for current 
consumption is presumably unlimited, there exist fairly definite bounds 
to absorptive capacity if the aid is to be applied to capital formatiem. 
These bounds arise from an underdeveloped country's backwardness and 
from its lack of various overhead facilities and from many other bottle- 
necks. At the same time a very strict monetary and financial control is 
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required in order to hinder it from spilling over into consumption, and 
this is a very exacting demand on an underdeveloped country.^® 

In his analysis of the same problem, Professor S. Herbert Frankel 
reaches down to a still more fundamental level when he stresses that 
capital formation involves "the evolution of a different art of living and 
working." "The 'poorer' a country in skilled labor and in national re- 
sources, the less capital it is likely to have, and the less it can afford to 
have, until the whole social and economic complex of its activities has 
gradually evolved patterns of economic behavior suited to its use, 
reproduction, and further accumulation."^® 

When all this is said, it nevertheless remains true that a substantial 
capital inflow of capital from the advanced countries is an almost neces- 
sary precondition in most underdeveloped countries if they are to witness 
a rapid rate of economic development; the social and political dangers 
inherent in their failure should also be borne in mind. In spite of the 
limitations to their absorptive capacity — which, viewed from another 
angle, are nothing else than tlieir staggering difficulties in initiating and 
sustaining economic development — there is no doubt in my mind that 
if the advanced countries approached this problem with the same serious- 
ness and zeal which they ordinarily devote to their own affairs, not to 
speak of their attitudes to defense and national security, they would not 
fail to find productive outlets for a considerably increased stream of 
capital to the underdeveloped countries. ^ 

In view of the nature of the underlying causes of the limited absorptive 
capacity of underdeveloped countries, the advanced countries should, 
furtfier, be aware of their crucial responsibility for doing their utmost to 
raise or, in any event, not to lower standards of morale and efficiency in 
these countries by the way in which they furnish capital assistance and 
the conditions attached to it. As I have pointed out in Chapter IX, the 
danger is particularly that in the general climate of the cold war the 
advanced countries are tempted to inject politics into capital aid and 
use their hold over the purse strings so as to force the underdeveloped 
countries to accept the role which Professor Jacob Viner characterized 
as "pawns in the play of power politics." 

There is, indeed, a very real danger that the advanced countries may 
become in this way accomplices in preserving and fortifying exactly that 
type of political and social system that is characterized by a limited 
capacity to absorb and utilize to any real advantage capital assistance 
from abroad. The United Nations experts on economic development had 
their eyes on this danger: 

Some countries are ruled by corrupt or reactionary cliques whose regime 
might be overthrown by the people if there were no foreign aid, and who may 
be settled in their rule because foreign grants have become available. Members 
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of the United Nations will not wish to have had any hand in fastening such 
governments on peoples. They might therefore wish to lay down certain 
minimum conditions before an under-developed country was admitted to the 
list of those eligible to receive grants.®® 

Access to Knowledge 

Providing a modest stteam of capital as credits or in aid is, however, 
not the only proof of human solidarity on the part of the industrially 
advanced countries that could condition very considerably the chances of 
underdeveloped countries to avoid a disastrous failure. It is peiaaps even 
more important for them to obtain real access to the wealth of knowledge 
that is assembled in the industrially advanced countries. 

Knowledge can be imported.*^^ Denmark is a country where relatively 
few new technical discoveries have ever been made, but few^ nations have 
ever exploited new ideas from the entire world as rapidly and effectively 
as the Danes. In spite of a relative scarcity of natural resources, aud with 
no colonies to exploit, Denmark also had. until the Second World War, 
the highest standard of living in Europe. Similarly, the United States 
depended until recently almost entirely upon the fundamental research 
work done by scholars in the great European tradition, while they became 
prominent much earlier in applying science industrially. 

But this transmission of knowledge was never a mechanical one. Knowl- 
edge cannot be imported in bales or bamls. I'here must be competent 
receiving centers; each of the two nations that I have singled out as 
having been particularly successful in exploiting knowledge from abroad 
had from the beginning effectively working research organizations, 
specializing in keeping abreast of what was done abroad and adapting it 
to conditions in their own countries. 

The radically different circumstances in the underdeveloped countries 
make the task of adjusting to suit their own needs the wealth of assembled 
knowledge abroad a particularly difficult one. I have stressed above that 
they will have to think all prolloms through airesh in order to make 
the best use of this knowledge. This means that they urgently need large- 
scale research in all fields: neither the techniques of political and social 
reform, nor the industrial techniques, nor the techniques of business 
management and administration can simply be copied. If copied, the new 
techniques will not work well; in some cases the edects may be damaging 
to economic development and integration. In the next chapter I stress 
their urgent need of large-scale market research. 

That is the reason why, in addition to training schools on all levels, 
which 1 have mentioned above m discussing educational reform, the 
underdeveloped countries need to build up research institutions on the 
university level. Ultimately they will need a substantial staff of theii 
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own people competent to work constructively and intensively in all 
sciences. 

From many points of view it would follow logically from all our ideals 
that the advanced nations should lend a helpful hand in accomplishing 
this great task. If they had the vision and understood the supreme 
significance of it, they could on this immaterial aid spend very produc- 
tively several times the amounts now paid for national and international 
technical assistance; it could improverish no one, since it would amount 
to an insignificant and minute percentage of the national incomes of 
these countries and would hardly be noticeable on our levels of con- 
sumption and savings. Apart from its results for the underdeveloped 
countries, 1 would expect that this enlargement of research would quite 
incidentally render also more general results that would make the 
investment directly worth while even to the advanced nations. 

Building upon the heritage of the Middle Ages, our universities of the 
Western world after the Renaissance took an important part in the 
widening of the provincial cultures and the building up of the national 
solidarity upon which our modem national welfare states have been 
founded. The real situation in the world today, as it has been shaped by 
the material and spiritual changes that make us now all so interdependent, 
would indicate that we should be ready for the final step to truly inter- 
national universities. 

To a degree the medieval uni\er‘^ities w^ere international; it#was tfie 
hegemony of the Church that gave them this character. From that lime 
on, in spile of the often very nationalistic tendencies in many countries, 
the idea of the International Acadcipic Republic has bc(m preserved, nrn 
only in our basic assuinj)tion of the oneness of truth, but in inanv academic 
patterns, policies, and institutions, d he new waves of nationalism altcn- 
the First World War and, lately, the impact of the cold war have', however, 
brought a reaction. Particidarly in America, but gradually also in 
Western Europe, the state loyalty phobia and many other influe nces, lo 
which I referred in Chapter X, and comment upon further in Chapter 
XIV, are narrowing the hori/on lor scholars and slrengihening the nation- 
alistic tendencies of the unlvcTsities. 

1 am convinced, however, that tlie sciciitiric personnel in our universi- 
ties and other learned institutions, who are under the influence of the 
inherited tradition and feel higher loyalties than to a particular state, 
are much more prepared lor internationalism than the nations at large 
or their instruments- -w'hethcr the governments or the university ad- 
ministrations — in countries where the universities are not entirely under 
the authority of the faculties. The rhallciigc to harness all our knowledge 
to the development lU'cds of the underdevclojied countries could furnish 
the spiritual catalyst for a change of trend towards inlernationalisra 
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instead of nationalism. The coming into being of even a few really 
international institutions, free according to our cherished tenets, reciuited 
from all countries, and undci the aegis of international agencies, which 
would be constitutionally bound to respect and preserve this freedom and 
this openness, would be eminently important for the problem I am here 
discussing. But this dream of the internationalist has perhaps for the 
time being little possibility of realization. 


The Role of Tfchnicai. Assistance 

In recent years national and international technical assistance programs 
have on a small scale attempted to overcome this problem of how to make 
the knowledge assembled in the advanced countries available to the 
underdeveloped ones. First, there is the United States' Point Four Pto- 
gram, which is much bigger than all the othtTs taken together. Fhcre arc, 
in addition, a few other very minor national piogranis sponsoied and 
financed exclusively by one cemntry. In Asia the Ford Foundadon is 
making significant contributions, particularly in community development 
and education, and ollur American institutions of a similar kind are 
financing projects in diflcrent parts of die underdeveloped world. 

A more substantive and collective progiam is handled by the Colombo 
Plan — within the Iraniework of which there is also distributed some 
capital aid — and another by the United Nations and its specialized 
agencies. In addition to its own Point Four Program the United States 
also contributes to these two intci national ones, to the extent of almost 
two thirds in the case of the United Natiorrs, 

The problem of the very unecjual sarrilues borne by the different ad- 
vanced counuics, for technical assi'^iarice as well as for capital aid to 
underdeveloped countries, has been discussed at some length in Chapter 
IX, where I suggested that the inadequacy of the funds available for 
technical assistance is nor an unrelated fact, 7 here are, as I pointed out, 
very strong reasons why a greater part of thi^ activity, as ot all inter- 
national aid, should be the responsibility of ibc Unitcxl Nations. In the 
case of technical assistance there is, in addition to the reasons referred 
to in Chapter IX, the further advantage in oiganizing the work inter- 
nationally that the choice of cxjierts is nra then limited to nationals of 
one state. 

But increased international responsibility for technical assistance 
clearly implies a greater readiness on the })art of advanced nations other 
than the United States to contiihute fiiiaiicially—as I poinied out in 
Chapter IX it would never lie a cpiestion ol re:d sacrifices. I'he present 
financial share of the United States in the Uuiied Nations’ technical 
assistance program is far too large; it takes tfic balance out of its control 
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and direction and hampers its further growth. In any case, as long as the 
United States is contributing go per cent or more of total world ex- 
penditure on technical assistance, it would be totally unreasonable and, 
indeed, damaging to the whole spirit of international work, to propose 
that it should all be handled by an international organization. 

Even though the funds are inadequate and the contributions dispro- 
portionate to the financial means of the various countries, the appearance 
on the world scene of technical assistance to underdeveloped countries 
is still of dramatic importance. It signifies a recognition — given, so to 
speak, in principle — of international solidarity on the part of the richer 
countries with respect to the destiny of the poorer ones. As such it is a 
decisive step forward, and to withdraw would be psychologically and 
politically impossible. 

Technical assistance is bound to become an expanding activity — how 
fast and how steady is difficult to say. Thousands of missionaries of 
rationality, experimentalism, economic and social advance, and a generally 
better life arc penetrating and fanning out in the vast backward regions. 
This has been, indeed, one of the rare examples in postwar years of an 
effort towards international cooperation which is commonly felt to have 
been a real move forward. Though still on a very small stale, its success 
is unquestionable. 

The funds from the various technical assistance programs that have 
so far been devoted to the building up of solid research organizaUons and 
of equally urgently needed training schools are insignificant. Both these 
streams of activity fit well into a rational long-range plan for furthering 
the development of undei developed countries. A very considerable re- 
direction of the available funds to be used tor building up and supporting 
regular institutions for research and training is probably the most urgently 
needed reform among all technical assistance activities. The fellowship 
programs, useful as they are, should really be considered as only an exten- 
sion of such efforts. 

The little money for technical assistance that has been channeled 
through the United Nations has nevertheless meant very much to its 
various specialized agencies and the ideals they stand for; to some of 
them it has almost given a new lease on life. Not least on account of the 
cold war — though not only for that reason — their possibilities of acting as 
vehicles for reaching intergovernmental agreements on important matters 
have been limited, and without the resppnsibility for a technical assistance 
program some of those agencies would have been hard put to perform 
really worth-while functions in the present state of international relations. 

The underdeveloped countries, with their pressing problems at home, 
their scarcity of trained personnel, and their cultural distance from the 
advanced countries, would have been rather on the fringe in most of the 
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international agencies and would, anyhow, have had good reasons to look 
upon them and their doings as things of little concern to them. Technical 
assistance has not only given the international organizations a new and 
important purpose and function; by sending experts to those countries 
that most needed their advice, they have drawn these same countries into 
active cooperation, at least in technical matters. They have, in fact, 
acquired a practical importance for those countries which, it must not be 
forgotten, make up the majority of their members. 

This strengthening of the international organizations is by itself not 
unimportant in the present situation, which, as I have noted in Chapter 
IV, is characterized by a great and growing disparity between institutional 
weakness on the international and strength on the national level. Tech- 
nical assistance has, indeed, become an important part of their regular 
activity; and this extrabudgetary replenishment for technical assistance 
has been particularly important in a period when their ordinary budgets 
were severely curtailed. 

It is generally agreed that the World Health Organization and the Food 
and Agriculture Organization have been relatively the most successful 
in their technical assistance. Difficulties have been greater in the industrial 
field; only a very minor part of the funds and the efforts have taken this 
direction. One reason for this is naturally that there is no worldwide 
international organization for industry, which could incorporate technical 
assistance into its normal work program, as the FAO has been able to do 
for agriculture. That is why it has been suggested that an international 
industrial development authority be established as a specialized agency 
and that the United Nations regional economic commissions, which 
already operate in the industrial field, be engaged in the technical 
assistance activity in their respective regions. 

There is, however, a much more fundamental reason for the greater 
difficulties in the industrial field, one which is also relevant to the 
national technical assistance programs. The need for technical advice, 
when building up new industries, is much more diversified and of such 
a very large scope that it cannot possibly be met by sending a few experts 
for a short time. In the industrial field the underdeveloped countries 
undoubtedly need much more intensive and regular relations with the 
industries in the advanced countries. This, in the main, can only be 
established on a business basis. 

Nevertheless, even in the industrial field there is a real job for tech- 
nical assistance to do and this is, of course, the reason behind the 
suggestions to establish a firmer institutional basis for it within the 
United Nations. A technical assistance program can sponsor those initial 
explorations of resources, markets, and other technical and economic 
conditions, which businessmen or governments may be equally reluctant 
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to pay for before it is established whether a project is feasible or profit- 
able, but which are so necessary in order to avoid waste and failure. 

If there were an institutional framework for technical assistance work 
in the industrial field, similar to that in agriculture or in health, uniting 
efforts which are now frail and dispersed, one further service it could 
render to the underdeveloped countries w^ould be to act as a really 
businesslike, and scrupulously fair, international employment agency — 
nonpolitical and also independent of private business interests — to aid 
the underdeveloped countries in the very difficult problem of drawing 
upon the resources of expert manpower in the whole world to their best 
advantage. 

It could also act as a sort of consultative business agency which, by 
establishing a link with business firms, private consultative engineers, 
and other available experts, w^ould assist on request an underdeveloped 
country to make the most advantageous purchase of the technical services 
it needs for carrying forward its industrial development projects. These 
services might include the concrete blueprinting of the plants, analyzing 
accurately the supply market for equipment, comparing delivery terms, 
otlier contract conditions, and credit facilities, hiring management 
assistance, and placing their own people in a[)prenticeship with industries 
abroad. This would assume direct contacts with private business and 
private individuals; the foreign oflice and, inrlced, governmental admin- 
istration in the several countries an* often not the most useful inter- 
mediaries. Again it should be underlined that the agency would need to 
be managed on straight business lines and be so directed and coniiolled 
that its absolute impartiality and, iri particular, its political independence 
of individual governments and private business interesis, were unquestion- 
able. 

In the industrial field, the available resources --wdiich, even under the 
most favorable circumstances, will be small compared with the needs — 
should thus be reserved mainly for the preliminary, preplanning explora- 
tions, where they could, however, play an important role. For the rest 
they should be devoted to providing an institution through which un- 
restricted access to the entire market supply of technical personnel and 
services would be acquired, so that the underdeveloped countries could 
really exploit this market to the full. In the mam, the underdeveloped 
countries will have to pay for the industrial techniques and know-how 
they need. If they had sufficient capital for development, they could 
absorb this extra cost. These purchases would figure as regular cost items 
and would not, comparatively speaking, constitute a vei'y large portion 
of their total investments. 

In Chapter XI, I observed that technical assistance has acquired its 
popularity in the industrially advanced countries largely because it 
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appears as a cheap means of aiding the underdeveloped countries to 
accomplish economic development. This is a self-deception. It is no sub- 
stitute for credits and capital aid to underdeveloped countries; the 
advanced countries cannot buy off the need for capital export by offering 
technical assistance. On the contrary, technical assistance is apt to mobilize 
the latent needs for capital, to spell them out in concrete projects. The 
more technical assistance that is made available and the more effectively 
it is applied, the bigger, the better prepared, and the more articulate will 
be the demands for capital. 

Mr. Jonathan Bingham — who has his heart in the matter and who, 
as fomier Deputy Administrator and Acting Administrator of the Ameri- 
can Point Four Program, has some practical experience of what technical 
assistance really means — has expressed his belief that “although at the 
present time, interest in the program is at a new high, and far more 
requests for help arc received than can be filled, the time is not far off . . . 
wlicn the less developed ccruntries will hav(‘ had enough of experts able 
to furnish nothing bur advice. Pioin one point of view, the real impor- 
tance of technical assistance will be to help ovenomc the limited absorp< 
live capacity for capital import of the underdeveloped courrtries, to which 
I have just referred, and to make their demand lot foreign capital 
“effective.” If this demand is not met, the only result in many cases will 
be frustration. 

In the broad historical sequence of events, the technical assistance 
[)rograms are confinuously giving new niomentum to the political drive 
for economic development (jI underdeveloped countiics; they are thu.s, 
by themselves, anything but a solution of the development problem. Even 
in its proper and limited held of aitem[)ting to bring to the under 
developed countries the assembled wealth of the advanced countries’ 
knowledge — that is, a})art from the need lor caj/ital for investment, which 
technical assistance only accentuates — and even if the funds availafde 
were considerably larger, technical assistance could only tackle this 
broader problem in a makeshift way and on a very small scale. As I 
pointed out, the problem can only be solved by greater internationalism 
in our university life and by gradually building up a large number of 
research and training instiriitioiis in the undcrdevi loped regions them- 
selves. The magnitude of this larger problem should not be lost sight of. 

What, finally, advanced conntnes could do for the underdeveloped 
countries in the field of intcrnaiioiial trade, but whicli they in recent 
years more and more definitely have been letreating from doing, will be 
discussed in the next rhaptcr. 



CHAPTER XIII 


Commercial Policy 
of the Underdeveloped Countries 


An Intellectual Suspicion 

In a discussion of the commercial policy of the underdeveloped 
countries the simpler and more reasonable approach is to base the 
argument directly on a consideration of these countries’ own develop- 
ment interests, rather than to start out from a general theoretical model 
or a philosophy of world trade. The argument set forth in thw chapter 
will lead to certain more general considerations, but they will be in the 
nature of conclusions and not premises. 

In the complex of tensions between the peoples in the underdeveloped 
countries, on the one hand, and the industrially advanced ones, on the 
other, there is an important intellectual element: a suspicion by people 
in the former countries that in their only recently challenged monopoly 
of advanced economic analysis, the economists in the latter countries have 
viewed matters too exclusively from the point of view of their own 
nations’ circumstances and interests, which are not always those of the 
peoples in the underdeveloped countries. 

Professor Raul Prebisch, in the essays which served as a prologue to 
the remarkable series of studies by himself and his group of economists 
in the Secretariat of the Economic Commission for Latin America, pointed 
out that ‘‘one of the most conspicuous deficiencies of general economic 
theory from the point of view of the periphery [i.e. the underdeveloped 
countries] is its false sense of universality.”^ More specifically, he stressed 
that ”it is not surprising . . . that the studies published on the economy 
of Latin American countries often reflect the points of view or the ex- 
perience of the great centers of world economy. Those studies cannot be 
expected to solve problems of direct concern to Latin America. The case 
of the Latin-American countries must therefore be presented clearly, so 
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that their interests, aspirations and opportunities, bearing in mind, of 
course, the individual diUerences and characteristics, may be adequately 
integrated within the general framework of international economic co- 
operation."® And he adds the comment: “An intelligent knowledge of the 
ideas of others must not be confused with that mental subjection to them 
from which we are slowly learning to free ourselves.’*^ 

The truth, which Prebisch has expressed with an unusual bluntness, is 
that most of our economic literature is influenced by the fact that 
economics, like all other sciences, has developed in the industrially 
advanced countries and — according to a psychological mechanism well 
known to students of the sociology of knowledge — has been apt to 
generalize from their prevailing conditions and interests. This is now 
accepted as almost a commonplace among the intellectual and political 
leaders in all underdeveloped countries. It is, indeed, a tenet from these 
nations' spiritual revolt for independence and development which 
Professor Jacob Viner has seen: 

The great changes which have occurred since the First World War in eco-. 
nomic and political conditions have brought with them marked changes in the 
questions which the public asks answers for and for which the economists at- 
tempt to provide answers. The growth of the political importance and the 
articulateness of so-called underdeveloped countries made unacceptable, at least 
to them, an economics which takes its tone, selects its problems for attack, and 
conducts its analysis solely in static terms and solely or overwhelmingly in the 
light of the conditions and the concerns of the industrially most advanced, the 
socially most stable, and the economically most prosperous countries* 

To Viner’s observation, to which I fully subscribe, I would like only 
to add the further point that when economists, without explicitly ac- 
counting for it, treat the commercial policy problems of underdeveloped 
countries within the framework of general theories that are fitted to the 
conditions and interests of the advanced countries, they are following a 
procedure which is intellectually false. With a view to avoiding this 
theoretical pitfall I propose, in discussing the commercial problems of 
the underdeveloped countries, to tackle the subject, dehberaiely, from 
the viewpoint of their own interests. I shall try to establish and make 
quite explicit what that view'point is. It is my opinion not only that this 
principle is methodologically correct, but also that its observance by 
economists in the advanced countries would increase the practical use- 
fulness of their analysis of the problems of underdeveloped countries 
and the weight their advice would carry among the experts and political 
leaders of those countries. 

One more preliminary clarification is necessary. I shall continue to 
assume that the underdeveloped countries have chosen the more difficult 
road of attempting to solve their economic problems without recourse 
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to the harsher methods of economic development applied under the 
Soviet system.® More particularly, I assume that they preserve a signifi- 
cant role for the price mechanism in bringing about internal adjust- 
ments both to their own policy measures and to exogenous changes. 

In utilizing the price mechanism as a servant of their policy, they will, 
however, have reasons to change very considerably the conditions under 
which it operates and thus also change its outcome in terms of produc- 
tion, factor allocation, prices, costs, profits, and the distribution of in- 
comes. 1 do not generally concede to the free trade doctrine its tradition- 
ally asserted status as the lational nonn, in relation to which interferences 
have to be proven to be advantageous exceptions.’^ Applied to the severely 
unbalanced situation in which the underdeveloped countries find them- 
selves as the result of history, such a pretence on the part of a non-intei- 
terence policy has even more obvious logical flaws.** 

In rereading this chapter before printing, I realize that the title given 
to it is very much too narrow, though I have let it stand as I can not find 
a more adequate one. What I am really trying to do is to analyze the 
entire economic policy of an underdeveloped cauntr\ from the point of 
view of its trading relations with the outside world; in this connection 
I have felt free to indude a discussion of the developed countries' poli- 
cies towards the underdeveloped ones as setting many of the conditions 
for its own policy. The chapter has thus become a long one dealing with 
many topics; to aid the reader in following the argument 1 h.ive per- 
mitted myself to split it up under several main subheadings. 

UNBALANCED ECONOMIES 

The starting point for an attempt to formulaic a rational coinmcrcial 
policy for the underdeveloped countries should be a clear recognition of 
the important fact that their economics are unbalanced and that tlierc 
are in most cases, therefore, valid and strong reasons for a vigorous 
policy of industrialization. This is merely one aspect of their under- 
development; what it implies more specifically from the point of view of 
commercial policy will be analyzed in later sections of the present 
chapter. 

Mr, Folke Hilgert has recently pointed out that “the fact that many 
underdeveloped countries do not derive the advantage fiom modern 
transportation and commerce that theory seems to demand is one of the 
most pertinent facts in the present international situation and cannot 
be easily dismissed/’® He develops his thought in the following way: “But 
trade does not tend to equalize the supply of such factors [of production]. 
Rather, where trade creates openings for profitable production, the 
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existing facilities utilized in such production will tend to be further 
expanded. ... 7 he original disparity in the distribution of facilities for 
production may thus be further increased.” What Hilgert is here point- 
ing to, though he docs not develop his thought, is that fact that instead 
ot an equilibrium, as the theory of international trade would demand, 
we are facing a cumulative process away pom equilibrium in factor pro- 
portions and factor prices, engendered by international trade; and the 
reference he makes to Europe’s lapid industrial development during the 
last century and the dependence of this development upon i »5 trade 
relations with the backward regions is, in fact, a good illustration of this. 

In the newly liberated countries, this fact that theii economies are 
unbalanced has its specific historical background in the political circum- 
stances which we call colonialism. I’hese countries were backward and 
poor even before they wctc subjc'rted to the pohucal domination of a 
metropolitan pov;er, and this initial backwardness cannot, of course, 
be blamed cm colonialism. Nor do I wish to assert that tlic metropolitan 
powers deliberately and regularly followed a ptdicy of ha npering indus- 
trial diversification in their colonial enij)ires, though there are many 
examples of that, too. Much more generally their present condition is 
the natural outcome of the working of ilie prevailing poluical, social, 
and economic forces of thc^ time, a process which I sketched in Chapter 
VIIL 

Quite understandably, the governments of the metropolitan powers, 
responsible to their parliaments at home and not the peoples in die 
dependent territories, were unable to undertake any great sacrifice in 
order to promote a general and balanced industrial development of their 
dependencies. However, they did conceive a clear interest in building 
up economic enclaves there, related to their cuvn economies at home; in 
promoting and saleguarding their own settlers; and, more generally, in 
treating their dependencies as preu xted extensions of their home markets 
for their industries. Even countries that were founally indcjXTKient were 
often, and with a similar result, under the economic domination of one 
or several industrially advanced countries. The cumulaLivc process of 
international trade towards greater disequilibrium, hinted at above, 
was everywhere in operation. 

The “awakening” of the underdeveloped countries has one of its foral 
points in their increasing coiiscicmsness of their unbalanced economies 
and in their determination to change this situation. Most of these 
countries have a very high foreign trade ratio, in relation to theii 
national product or income. Contrary ro the teachings of classical theory, 
however, this high foreign trade ratio is not a healthy sign of tlicir 
vigorously exploiting the economic advantage of an international division 
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of labor. It is rather one of the indications of their underdeveloped status 
and, more precisely, of the fact that their total production and income 
are very low. 

The greater part of their population is rural and lives overcrowded 
on the cultivated land, even in sparsely populated countries; they gain 
their meager livelihood from backward, mostly self-subsistence farming, 
often under the curse of a feudal system of landownership and indebted- 
ness. There are generally few manufacturing industries producing for the 
needs of the domestic market, but many establishments for producing the 
primary goods that make up the bulk of the exports; these may or may 
not be organized with modern efficiency but usually pay thd indigenous 
workers extremely low wages. The system is completed by the dependence 
of such a country on imports not only for capital goods but also for most 
manufactured consumer goods and sometimes even for part of its food. 

The craving of all underdeveloped countries for industrialization 
should be viewed and understood against this factual background of 
their very unbalanced economies as inherited from the era of colonialism 
and economic dependence. “Thus there exists an obvious disequilibrium, 
a fact which whatever its explanation or justification, destroys the basic 
premise underlying the scheme of the international division of labor. 
Hence, the fundamental significance of the industrialization of the new 
countries. Industrialization is not an end in itself, but the principal means 
at the disposal of those countries of obtaining a share of the benefits of 
technical progress and of progressively raising the standard of living of 
the workers" — I am again citing Prebisch.^® 

Manufacturing industry represents, in a sense, a higher stage of pro- 
duction. In advanced countries the development of manufactuiing in- 
dustry has been concomitant with these countries' spectacular economic 
progress and rise in levels of living; many of its products are indeed al- 
most symbolic of a high living standard. Not least in the underdeveloped 
countries, the productivity of manpower in industry tends to be consider- 
ably greater than in the traditional agricultural pursuits. Industrializa- 
tion, and the growth of that part of the working population that is 
engaged in industry, is therefore a means of raising national income per 
capita. In countries like India and Japan, with a high ratio of population 
to natural resources and, in particular, to land, manufacturing industry 
represents virtually the only hope of greatly increasing labor productivity 
and raising levels of living, however much is done to improve agricul- 
ture. But even in countries where the population pressure is lower — as, 
for example, in many Latin American countries — the successful exploita- 
tion of a more favorable relation between population and natural re- 
sources requires mostly the growth of manufacturing industry. 

There are noneconomic or borderline arguments, too. Thus modern 
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civilization in almost all its more sophisticated forms is rooted in, and 
depends upon, city life; urbanization is not possible without some 
measure of industrialization. Indeed, a broad association seems to exist 
between industrialization on the one hand, and social and economic 
change on the other. As Professor J. K. Galbraith points out, “a purely 
agricultural country is likely to be unprogressive even in its agricul- 
ture.'’^^ Industrialization creates a technology which can then be applied 
to agriculture but not vice versa. 

On different layers of the social structures of their national commu- 
nities, there are thus facts and causal relations which in underdeveloped 
countries provide powerful reasons for the urge towards industrializa- 
tion. It is wrong to characterize this urge as an unreasonable obsession, 
as some economists in the industrially advanced countries have occa- 
sionally come very near to doing. Added to the sound logical reasons 
there are also the resentful memories of colonial exploitation, focused 
on plantations and mining for export and on dominating their domestic 
markets for the metropolitan powers’ owm industry. This historical fact 
of earlier economic dependence is undoubtedly bound to heighten the 
emotional appeal of industrialization projects, which take on the char- 
acter of important symbols of national independence. 

The urge in underdeveloped countries lor industrialization is thus a 
complex one, composed not only of rational motives, but also of irrational 
and emotional impulses which constitute overtones in the discussion of 
their economic problems. Without denying the paramount interest of 
these countries in pushing forward with their industrialization, it is 
therefore important that they be reminded that, as I pointed out in the 
last chapter, there are important reasons why, at the same time, they 
should make vigorous efforts to raise productivity in agriculture. 

However rapidly industrialization proceeds, the great masses of their 
working populations will for decades and, perhaps, generations be em- 
ployed in agriculture, and the levels of living of the rural masses will 
mainly be determined by their productivity there. Also, the whole national 
integration process will have to be focused on cultural, social, and polit- 
ical advances taking place in the rural villages, where most people live; 
these advances require a gradual release fr'om the utter destitution in 
which they are now held. And the general rise in money incomes accom- 
panying economic development will, in very poor countries with low 
nutritional standards, mainly materialize ill an increased demand for 
food; if agricultural production does not rise correspondingly, narrower 
limits will be set for the possible rate of economic development. 

In many Latin American countries, the ever-accentuated disparities 
in standards of income and culture between regions, occupational groups, 
and social classes naturally counteract national integration and, con- 
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sequently, hamper economic development, while they jeopardize the 
possibilities that might otherwise exist of approaching more mature forms 
of political democracy by peaceful social processes. At the same time the 
helpless yielding to continuous inflation also points to the fact that the 
development of manufacturing industry and the rise of modern cities 
have not so far been everywhere accompanied by equally ardent and 
successful attempts to raise productivity in agriculture. This should 
perhaps not surprise us too much; for, as I stressed in the last chapter, 
effective measures to raise productivity in agriculture are bound up with 
land refonn, literacy drives, and other fundamental political and social 
changes that turn against the entrenched vested interests of the privileged 
classes in society. 

The “industrialization” the underdeveloped countries need is, indeed, 
a much broader social reform than one concentrated on the growth of 
manufacturing industry. The “industrial revolution” in the advanced 
countries was preceded by, or concomitant with, radical advances in 
agriculture and transport; it was never concentrated on manufacturing 
industries. This is worth stressing since, in particular, the memory of 
economic colonialism is apt to cause underdeveloped nations to feel a 
certain contempt for primary production; part of this reaction is un- 
doubtedly irrational. 

In many of the most advanced countries agriculture and the mining 
and preparation of raw materials have remained very important. More 
particularly, their foreign trade is often still based largely on the export 
of the products of those sectors of, the economy. As a matter of fact, the 
successful industrialization of these advanced countries was to a large 
extent achieved through a rationalization and expansion ol those extrac- 
tive industries. What coal production and coal exports formerly meant 
for England is well known. Sweden receives continuously over 40 per 
cent of its export income fiom wood products and 10 per cent more from 
iron ore. The United States, Canada. Australia, and New Zealand are 
other examples confirming the thesis that successful industrialization 
need not mean a decrease, and may even imply a substantial increase, 
in the output of agricultural products and raw materials for export. 

What is true, however, is that primary production in countries that are 
developing, usually even at times when this production is rapidly rising, 
employs a smaller and smaller proportion of the working population, 
while manufacturing industry, transport, public services, edu ation, and 
various other occupations engaged in providing services of different types 
employ a growing proportion. Almost three quarters of Denmark’s rela- 
tively very large exports consist of products of its highly industrialized 
agriculture which, however, does not now directly employ much more 
than 20 per cent of its total working population, and the position in the 
Netherlands is similar. 
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The Role of High Exports hi Economic Development 

An underdeveloped country has powerful reasons for maximizing the 
total value of its exports; for its ability to export will always be the main 
determinant of its capacity to import the capital goods which it needs in 
order to build up, inter alia, its manufacturing industries. 

Owing to its present unsatisfactory state of industrial development, an 
inheritance from previous history and a part of the conditions to which 
it has to adapt its economic policy, it can produce very few capkal goods 
at home. Its exports will determine the rate at which it can import them 
and, therefore, the speed by which it can push ahead with industrial de- 
velopment. Inevitably, the exports of an underdeveloped country will 
consist almost entirely of foodstuffs and industrial raw materials, these 
usually being the only commodities which it can bring forth in any great 
quantity. 

Prima facie, the proper approach to exports for an underdeveloped 
country would seem to be in the nature of a general and uncomplicated 
policy of export promotion. In order to increase its ability lo import the 
capital goods it needs for economic development, its interest would seem 
to be the simple one of selling abroad its expoit goods as much and as 
dearly as possible, while exerting itself at home to produce them at the 
lowest real costs. 

The industrialized countries are themselves engaged in a continued in- 
dustrialization which, on the whole, ought to increase their need for im- 
ports of primary products. On this score, therefore, the interests of the 
developed and the underdeveloped countries of the world would, again 
prima facie, not seem to be in conflict. What interest conflict there is re- 
lates to agricultural products and is a conflict between two developed re- 
gions of the world. Western Europe has an interest in buying more of 
such products from the underdeveloped countries — in order to diminish 
its dependence on imports from America and thus relieve the dollar short- 
age, and in order to improve its competitive position in the import 
markets of these countries. 

The underdeveloped countries are, however, dissatisfied with what they 
get out of this exchange in the international markets, i.e., with their terms 
of trade, and this is another element in the growing tension between them 
and the industrially advanced countries. Their dissatisfaction relates first 
to the general level and the long-term trend of the prices of these agri- 
cultural products and raw materials, in comparison with the prices of the 
mainly manufactured goods which they import. It also relates to the very 
large short-term fluctuations of their export prices that continuously put 
their exchange balance, the stability of their economy, and their develop- 
ment planning in jeopardy. I shall take up these two problems one after 
the other. 
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THE TERMS OF TRADE 
Long-term Price Trends 

A general comparison between the long-term development of prices 
of primary goods and manufactured goods cannot be very relevant to our 
problem, as the one sixth or so of the non-Soviet world’s population that 
lives in the industrially advanced countries produces not only nearly three 
quarters of all manufactured goods but also more than two thirds of the 
industrial raw materials, including those emanating from agriculture, 
though a much lower proportion of all foodstuffs. As the underdeveloped 
countries, contrary to the advanced countries, use relatively little them- 
selves of what they produce in the way of industrial raw materials and as 
their nutritional standards are low, their share as exporters in the world 
market for primary products is greater than their share as producers, but 
still considerably less than one half. The rest of the world trade in pri- 
mary products takes place between the advanced countries. But exports of 
primary goods account for nearly 90 per cent of the foreign exchange 
earned by underdeveloped countries.^^ 

The trend of relative prices of primary products has not been the same 
for all products. We can note, for example, that prices of forest products 
— making up about one quarter of the total output of industrial raw ma- 
terials — have for several generations been moving upwards in comparison 
with other primary prices. This is one of the factors explaining the spec- 
tacular economic development during the last century of a country like 
Sweden. It contributes also to explaining why Finland succeeded in fight- 
ing her way through many vicissitudes from poverty and dependence 
under Tsarist rule, through two world wars where she was out on a limb, 
a world depression between, and a reconstruction period at the end, during 
which she received practically no outside aid but had to pay war indemni- 
ties and resettle refugees from lost territories. It is one of the factors ex- 
plaining Austria’s remarkable upswing after the Second World War. The 
underdeveloped countries, however, have as yet very little in the way of 
forest products to export, and many of them are, in fact, instead import- 
ing large quantities of timber, pulp, and paper. 

Likewise, a country like Belgium, favored in heavy industry by natural 
resources as well as by national traditions of enterprise in this field, has 
witnessed a favorable trend in its terms of trade. The underdeveloped 
countries, on the contrary, are often not well endowed with natural re- 
sources for producing those primary materials which enter into steel pro- 
duction or not well placed for importing them, and those who are have 
in any event not yet gone far in developing these resources.^® 

With individual exceptions, the underdeveloped countries have had 
rather bad luck in the historical development of international prices of 
their typical export articles, which have not, on the whole, been the 
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dynamic industrial raw materials, essential to modern industrtal develop- 
ment. On the rare occasions when they have had such export articles, as 
in the case of rubber or nitrates, they have often encountered the dis- 
covery of industrial substitutes. There are exceptions to this: oil is one, 
uranium may develop into another. But most of the underdeveloped 
countries are saddled with a basket of traditional export goods — like 
copper, lead, raw silk, tobacco, tea, tin, zinc, and various foodstuffs — the 
prices of which have been lagging behind. 

This is naturally one of the explanations, though hardly one of the 
more important ones, why these countries have remained underdeveloped. 
On the other hand it is, of course, equally true that it is their underde- 
veloped status, with all that that implies of rigidity and lack of enterprise, 
that explains why they have been sticking so tenaciously to the bad risks 
in production and export and not been reorienting their economy and 
shifting their resources more rapidly to adjust to the changing opportuni- 
ties. When we are discussing their unsatisfactory terms of trade we are, 
in other words, only studying another aspect of the vicious circle of rela- 
tive stagnation in which they have been caught. 

A United Nations study has ventured the generalization that from the 
latter part of the nineteenth century to the eve of the Second World War 
there was a secular downward trend in the prices of the primary goods 
the underdeveloped countries expoited, relative to the prices of the manu- 
factured goods they imported. The result was that, on the average, at the 
end of this period—which was. however, in the late years of the Great 
Depression-— a given quantity of the former would pay for only 6o per 
cent of the quantity of the latter that it could buy at the beginning of the 
pcriod.i^ This figure has been widely quoted as an index of the deteriora- 
tion of the terms ot trade of underdeveloped countries during this period. 

The trade positions of different underdeveloped countries vary, how- 
ever, substantially. More basically, the very definition of the concept 
“terms of trade’' as applied to a long period- --during which the quality 
of different commodities has changed in different ways and to different 
degrees— is a most complicated matter and its statistical measurement is 
exceedingly difficult and uncertain. The last word on this problem wiM 
in any case be said only after much more research, and it is extremely un- 
likely that if will be possible to give it the form of a neat average figure 
to which a reasonable degree of '^:aningfulness can be applied. 


The General Level of Export Prices and the Question of 
International Distribution 

More fundamentally— and apart from the moot question of the his- 
torical trend of prices— what the underdeveloped countries are concerned 
about is the general level of their export prices, which they consider to 
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have been, and to be, very much *‘too low.” The exact meaning of such 
an assertion is difficult to clarify as there is no objective norm of com- 
parison available. It is partly nothing else than an expression of a 
general dissatisfaction with the facts that their countries are poor and 
that the remunerations to the factors of production, including those 
engaged in export production, are inferior. 

It is also, iiowever, partly an inference from certain facts and from 
theory. The rise in productivity has generally been very much greater 
in the advanced countries than in the underdeveloped ones. According 
to economic equilibrium theory, gains from higher productivity in one 
sector would be passed on to the whole trading community in the form 
oi lower' prices for the produce of tliat sector. Within the industrially 
advanced nations, taken individually, this equalization process in the 
market has undoubtedly had a considerable, and growing, effectiveness, 
aided and directed, however (as I explained in Chapter III) by an ever 
more comprehensive public economic policy. But internationally it docs 
not seem to have been operating. While it should have improved the 
underdeveloped countries’ terms of trade substantially, quite the con- 
trary seems actually to have occurred. 

The plight of the underdeveloped countries stems mainly from a low 
level of productivity and a slow rise — if any — of this level. The point 
here is, however, that this fundamental disadvantage has rK)t been 
counterbalanced by favorable changes in the terms of trade. It is this 
point that the authors of the United Nations study, just referred to, 
have in mind when they argue that; ”... the under-developed countries 
helped to maintain, in the prices which they paid for their imported 
manufactures relative to those which they obtained for their own primary 
products, a rising standard of living in the industrialised countries, with- 
out receiving, in the price of their own products, a corresponding equiva- 
lent contribution towards their own standards of living.”^*''* 

Prebisch goes one step further: ”. . . it is evident lhat in the centre the 
income of entrepreneurs and of production factors increased relatively 
more than productivity, whereas in the periphery the increase in income 
was less than that in productivity”; and: ”the great industrial centres not 
only keep for themselves the benefit of the use of the new techniques in 
their owm economy, hut are in a favorable position to obtain a share of 
that deriving from the technical progress of the periphery.”^® 

The main fact that could be brought forward to sustain this conclusion 
is, of course, population pressure and the existence of surplus labor in 
underdeveloped countries. As long as there is no scarcity of labor — at a 
price that exceeds only by a conventional margin the subsistence level — 
rises in labor productivity would tend to be transferred to the importing 
industrial countiies while any similar productivity rises in the under- 
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developed ones would be entirely preserved for increases in the remunera- 
tions of their factors of production.!^ 

If the discussion along this line were to be carried further, there are a 
number of general observations concerning forces and conditions — be- 
sides the general condition of the surrounding subsistcncy economy in 
underdeveloped countries and the population pressure — which would 
need quantitative analysis within the framework of a dynamic theory of 
international price formation. Among these observations are the follow- 
ing: that for many exports the underdeveloped countries are competing 
with advanced countries, wdiere productivity has been rising rapidly — 
even, and not least, in primary production; that the larger part of foreign 
enterprise in, and capital inflow to, underdeveloped countries has been, 
and continues to be, directed almost exclusively towards enlarging their 
export industries; that at the same time the industrially advanced coun- 
tries liave protected and subsidized their own primary production — par- 
ticularly agriculture; that an element of the vicious circle of economic 
stagnation is rigidity, hampering the adjustments to changes in the rela- 
tive prices in the international market that would be necessary in order 
to exploit advantages and escape disadvantages; that, on all levels of the 
economic processes, eflorts toward the monopolistic organization of mar- 
kets aie bound to be much more effective in industrially advanced coun- 
tries than in underdeveloped ones; and, more generally, that because of 
their poverty, the f)recariousncss of their narrow exchange margins, and 
their desperate need of continuing large exports in order to be able to im- 
port both essential consumer goods and capital goods for their economic 
development, the bargaining powder of underdeveloped countries has 
been, and remains, relatively very weak. 

These things and many others would have to be taken into account in 
order to explain the long-t^nn development of international prices and, 
more specifically, why the results have been so unsarisfac lory for the 
underdeveloped countries, Ikca isc of its pai amount imjjo’Linrc in in- 
tensifying the political tension between tlie underdeveloped and the 
industrially advanced countries, this problem warrants large-scale, pene- 
trating, empirical research which would have to go far outside the field 
of international trade statistics. 

After completing such comprehensive scudies to explain why the terms 
of trade for underdeveloped coui:’ acs arc as they arc and have developed 
as they have been doing, we might become able to ascertain whether, in 
what sense, and to what degree the general level of their export prices is 
“too low.” Definitely, however, the present terms of trade hem part of a 
general situation where these countries are ve^y poor. And whatever the 
explanations, the immense importance of the terms ol trade for the 
underdeveloped countries should be recognized. 1 have already noted the 
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high foreign trade ratios that are typical of most of these countries. Even 
minor changes in their terms of trade have, therefore, financial conse- 
quences many times larger than the availability, even after any possible 
increase, of foreign credits and aid; in comparison with credits a favorable 
turn of the terms of trade has, in addition, the same advantage as aid in 
that it does not require future resources in order to service the loans. 

The United Nations study, already referred to, contains the calculation 
that a 10 per cent change in the underdeveloped countries' terms of trade 
would modify their capacity to import by as much as 1500 million dollars 
a ycar.i® The Secretariat of the Economic Commission for Latin America 
has estimated that the improvement in the terms of trade for Latin 
America from 1946 to 1952 made available to that continent more than 
11,000 million dollars — that is to say, about 4.3 per cent of the aggregate 
product of the area for the whole seven-year period.^® 

What the future trend of the terms of trade for underdeveloped coun- 
tries will be is difficult to forecast. Some experts have thought that with 
the limited openings for extension of primary production in new areas 
of settlement, the foreseeable rapid continued growth of industry in the 
advanced countries, and the drift of labor out of agriculture, there will 
be a greater relative scarcity of the world supply of primary products, the 
profits of which will partly fall to the underdeveloped countries. Others 
have reached the opposite conclusion by pointing to the very great scope 
for improved agricultural productivity (not least in the advanced coun- 
tries themselves), technical progress in making further economies in the 
use of raw materials in industrial production, discoveries of new synthetic 
and other industrial substitutes fdr a number of primary products, and 
the invention of new technical processes of producing such substitutes 
at ever lower costs. 

Jn the general trend towards autarky in the advanced countries, 
accentuated as an effect of the cold war, the underdeveloped countries 
have also to reckon with the probability that even in the future their 
products will suffer from discrimination in lavor of national products or 
industrial substitutes and that the degree of discrimination might increase. 
This judgment refers to the underdeveloped countries generally; a few 
of them that are in possession of natural resources for the production 
of strategic materials — particularly if they happen to be relatively safely 
situated on the map from the point of view of possible future military 
action — will instead meet an extra, noneconomic interest pn the part 
of the great powers in aiding them to develop these resources. 


The Political Issue 

The assertion of a general bias in the distribution of the gains from 
technical improvements made by Prebisch as well as by the authors of the 
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United Nations study implies, of course, a serious criticism of the actual 
operation of the international trade mechanism. I have selected the 
quotations above primarily because of their great political importance. 
Without any doubt, this is the way people in the underdeveloped coun- 
tries think about the way the distribution of advantages from inter- 
national trade disfavors them when they rationalize their bitter sense of 
frustration. Prebisch himself immediately adds: 

The pointing out of this disparity between prices does not imply passing 
judgment regarding its significance from othei points of view. If could be 
argued, on grounds of equity, that the countries which strove to achieve a high 
degree of technical efficiency were in no way obliged to share its fruits with 
the rest of the world. Had they done so, they would not have reached their 
enormous capacity to save, without which it might well be asked whether tech- 
nical progress would have achieved tfie intense iliythm which characterized capi- 
talist development. In any case the productive technique exists and is at th<’ 
disposal of those witli the capacity and perseverance to assimilate it and increase 
their own productivity.^o 

This last statement represents, however, a sort of “good loser’s” gal- 
lantry which is scarady representative. As in all cpiestions of distribution, 
there is a moral and political element involved and 1 have already hinted 
at it. If during this period the underdeveloped countries had been able 
to sell their exports and buy their imports at more favorable terms of 
trade, they would have had a larger share of world income. The industrial- 
ized countries would have been somewhat hampered in their economic 
progress. On the other hand, the underdeveloped countries — and, in 
particular, those that, like the Latin Ameiican countries, were politically 
independent — would have had a better chance to start earlier, and pursue 
more effectively, their advance to economic development. At least they 
would have enjc;)yed higher levels of living. 

As Dr. H. W. Singer says: “Thinking along these lines, one is bound 
to conclude that the failure of the underdeveloped countries to come 
closer to the levels of the industrialized countries and to approach them 
more rapidly should not be laid entirely at the door of domestic weak- 
nesses or handicaps implicit in the economic structure of the undei' 
developed countries. Hence, the increasing inequality in the distribution 
of world income need not be accepted as inevitable, given the present 
economic structure of underdeveloped countries.”^^ 

This is, of course, precisely the type of situation that in our modern 
national welfare stales in the advanced part of the world has given cause 
to laige-scale and far-reaching corrective state interferences with the 
operation of the price mechanism. In fact, as the‘:e policy interferences — 
changing radically the terms of trade of different industries and regions 
and the very conditions underlying them — were restricted to the national 
states, some of these policies have contributed to keeping down the terms 
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of trade of the underdeveloped countries and thus worsened their plight. 

As I observed in Chapter IV, economic solidarity stops, however, at 
the stare boundary. In the industrially advanced countries, giving sup- 
port to those of iheir own citizens who do not come up to a recognized 
level of national subsistence standards is now a generally accepted norm, 
and these countries are now all committed to economic policies aimed 
at protecting and subsidizing regions and industries that are lagging 
behind in economic development and levels of living. But it is equally 
an accepted norni that outside the national state no such obligations 
exist. 

In December 1952 the General Assembly of the United Nations adopted 
a resolution dealing with, among other things, “financing of economic 
development tliiough the establishment of fair and equitable interna- 
tional prices for primary commodities.’'^^ The resolution — which is only 
one in a series of resolutions that is bound to grow as the years pass by — 
first noted the ability to obtain ^'adequate'' proceeds from exports as one 
of the most important sources of financing economic development for 
underdeveloped countries; it therefore wanted attention given to the “cor- 
rection of mnladjustrnerHs’* resulting from, among other things, secular 
movements in the value of primary goods in terms of manufactured goods. 
The resolution expressed the oj)inion that “wherever governnienis adopt 
measures affecting the prices oi piimary commodities cnteiin^ inierna- 
tional trade, they should duly consider the effect of such measures on the 
terms of trade of countries in the process of development, in order to en- 
sure that the prices of primary commodities arc kept in an adcq^iate, just 
and equitable relation to the prices of capital goods and other manufac- 
tured articles so as to permit the more satisfactory fourution of domestic 
savings in the countries in the process of development and to facilitate 
the establishment of fair wage levels for the woiking population of these 
countries with a view to reducing the existing disparity between their 
standards of living and those in the highly industrialized countries." The 
governments were asked to cooperate “in establishing multilateral as well 
as bilateral international agreements and arrangements relating to indi- 
vidual primary commodities as well as to groups of primary commodities 
and manufactured goods" for the ptirpose of, among other things, en- 
suring an ''adequate, just and equitable relationship** between prices of 
primary commodities and manufactured goods. 

This is exactly the vocabulary and the ideology of national welfare 
state policy, but applied to the world at large. The two-thirds majority 
of the General Assembly that was needed to carry the resolution was made 
up of the many underdeveloped nations; each of the much less numerous 
industrially advanced nations voted against the resolution; Pakistan was 
moved to join the advanced countries for this occasion, while Nationalist 
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China, Greece, Haiti, and Turkey found it appropi-iate to abstain; the 
Soviet block countries also abstained but have in similar later encounters 
joined their forces with the majority party of the underdeveloped coun- 
tries. This roll call vote is reproduced here as it is of considerable political 
interest. 

It is easy to predict with almost complete certainty that in the foresee- 
able future nothing whatsoever will result from this resolution or similar 
ones that are now being adopted regularly at every year’s meetings of the 
Economic and Social Council and the General Assembly of the United 
Nations. We are not living in the World State; there is no World Govern- 
ment in existence and no World Legislature. A majority vote in an organ 
of the United Nations ran have effect only as a demonstration of opinion; 
it may be useful for propaganda at home and may exert some slight 
political pressure upon nations and governments abroad.^^* The richer 
nations, who are a tiny minority but exercise most of dm real power in the 
non-Soviet world and are expected to make all the saciifices, are not pre- 
pared to go along The basis of human solidarity does nof «'xist that would 
lead tliem to permit th(* extension to the poorer rest of the world of the 
solidarity principles of their own happy and progressive national welfare 
states. I’o most of their peoples the very idea is absurd. 

The group of economic experts appointed to (onsider the subject and 
prepare practical proposals also skated round the clear meaning of the 
resolution: that redistributional intent was to be a norm’ for the practical 
proposals. ’‘The Committee is agreed that price can be called ‘fair,’ 
‘just,’ and ‘ecjuitablc’ as w^ell as ‘reasonable’ as lung as it does not per- 
form extreme upward and downward gyrations which are caused by 
abnormal and transient conditions or serve no useful economic pur- 
pose.”2^ The experts thus identified the redistributional norm with the 
norm of price stability, which w^as also a main subject of the resolution. 
This was not, how^ever, the intention of the majority of the representatives 
of the poor countries who voted for the resolution; they meant, as farmers 
in our countries who plead for higher agricultural prices, that the prices 
they were getting were “too low.” y\nd the demand for distributional 
justice will continue to haunt international gatherings. 

The experts went on to explain, hoivever, that “it is a plausible hy- 
pothesis that the bargaining strength of the under developed countries is 
in general inferior to that of the w^ealthy industrial countries." They also 
added that “governments may agree on operational definitions of what 
‘fair’ or ‘reasonable’ prices should be. Yet to advance such definitions is 
not a matter of expertise and hence not within the province of experts. 
It must rather be based on a set of values whicn governments share and — 
to the extent that they disagree— on their relative bargaining power.’’ 

Finally, they gave, however, their obiter dictum: “We believe it to be 
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preferable in general that prices should be left free to perform their func- 
tion of allocating productive resources and that ‘unfairness’ should be 
compensated by direct income transfers.”^^ Apart from the fact that, as I 
have shown in Chapters VIII and IX, very little in the way of transfers 
takes this direction, or can be expected to do so within the foreseeable 
future, the main and interesting observation to make is that this principle 
is not applied within the individual states. On the contrary, extensive 
economic policies have been inaugurated in all industrially advanced 
countries with the purpose of influencing the national economies and 
effectuating redistribution without direct income transfers — for example, 
in agriculture. 

I have quoted this political judgment of the experts and the somewhat 
halting reasoning behind it, because it renders a realistic characterization 
of the world political situation. This situation is, quite simply, that in the 
international field there is virtually nothing akin to the solidarity dem- 
onstrated in the national welfare states towards people in the underde- 
veloped regions and industries of those states. 

To this hard fact the underdeveloped countries have to adapt their 
national commercial policy as best they can. 1 shall return to this problem 
after dealing with the second main grievance of the underdeveloped coun- 
tries against the working of the international price mechanism: the short- 
term instability of their markets. ^ 

INSTABILITY OF MARKETS AND ^ 
STABILIZATION POLICIES 

Widely Fluctuating Real Export Proceeds 

The products that make up most of the exports of underdeveloped 
countries show large price fluctuations from month to month and year to 
year. This is mainly due to the generally low demand elasticities tor many 
of those products and to the low supply elasticities in primary production 
everywhere, which tend to be still lower in underdeveloped countries 
because of .the general rigidity of their economies. At the same time, in- 
stability of supply on account of the weather is a characteristic of agricul- 
ture, especially when production techniques are inefficient. Primary 
/commodities are also more influenced by speculative buying and selling, 
and changes in inventories often tend to aggravate instead of dampening 
fluctuations in demand. In many fields the imports of primary com- 
modities, thought weighing very heavily in the trade balance of the ex- 
porting underdeveloped countries, constitute only a marginal supply 
to the importing countries apd are in danger of being cut more than 
proportionally when demand falls. 
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A United Nations expert study of the problem^® shows that during the 
period 1901 to 1950 the year-to-year price changes of 18 primary com- 
modities, which represent the major exports of 47 underdeveloped coun- 
tries, averaged about 14 per cent; fluctuations within the year averaged 
about 27 per cent as between the high and the low point of each year. But 
primary producers* vulnerability to price fluctuations is greatly increased 
by the fact that year-to-year movements tend to be in the same direction 
for two to three years at a time; so that in the sample studied. cyclical 
price declines averaged about 27 per cent for individual commodities 
much more. 

The changes of export volume showed up as even larger than the price 
changes and for the sample studied averaged between 18 and 19 per cent 
on a year-to-year basis. Usually they did not run counter to the price 
changes — except in the case of foodstuffs — but reinforced them. The fluc- 
tuations in export proceeds, therefore, tended to be still wider. Even when 
measured on a year-to-year basis and averaged among all the commodities 
studied, the figure was calculated to be as high as 23 p^r cent. Again, it 
should be recalled that changes tend to proceed in the same direction for 
several years. The average percentage is actually raised to 37 if calculated 
for either the upward or the downward phase of the cycles. 

To this should be added the fact that the secular trend seemed to be 
rather towards wider price fluctuations. Also, a larger sample of 200 
varieties and specified grades of primary commodities gave generally still 
higher percentage changes than the standard sample referred to above of 
18 main commodities. It should, of coiiisc, not be forgotten that the 
period under study included two world wars and the Great Depression 
which, on the other hand, must have tended to give higher figures for 
price fluctuations than would correspond to what would have happened 
if conditions had remained more ‘^normal," Whether the future develop- 
ment is going to be in this sense more “normal” is anybody’s guess. 

Many of the underdeveloped countries rely almost exclusively on the 
export proceeds of one or two commodities. This lack of diveisification 
naturally tends to increase the fluctuations of their total export earnings. 
Underdeveloped countries show generally, as I pointed out, a high degree 
of dependence on foreign trade for their national income. Many of those 
countries that have their exports concentrated on one or two commodities 
have at the same time very high foreign trade ratios, the export proceeds 
in some countries being responsible lor half the national income or more. 

Prices of most capital goods also show marked instability. On the av- 
erage, manufactured goods have, however, a narrower range of variation. 
For this reason, but also because prices o( primary and manufactured 
goods do not move in an absolutely synchronized pattern, the fluctuations 
of real export proceeds of underdeveloped countries, in terms of the goods 
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they buy for their exports, were still very high, about 13-14 per cent on 
a year-to-year and 22 per cent on a cyclical basis. 

While the terms of trade for industrialized countries tend to move in- 
versely to the business fluctuations and thus mitigate their effects to some 
extent, the contrary is true for underdeveloped countries. There the 
changes of the terms of trade tend to intensify the effects of general busi- 
ness fluctuations. 

What there is of capital inflow to underdeveloped countries follows the 
same pattern. It tends to broaden when business is good and to shrink 
when business is bad and when capital influx is most dearly needed; cap- 
ital flights tend to move in inverse relation to the business cycle and thus 
also to accentuate that cycle. 

From the point of view of the need to import capital goods for economic 
development it should also be noted that a large part, usually more than 
a half, of the export proceeds are needed for the import of essential con- 
sumer goods. In a downward movement, this usually results, of course, in 
the cutting down of imports of capital goods much more than propor- 
tionally to the total fall in export proceeds.^^ 

These are well-known facts. The situation naturally varies considerably 
from country to country. I’he average figures quoted above from the 
United Nations study have only an illustrative significance in suggesting 
the relative proportions of the magnitudes involved. Our argun»ent in the 
following pages would not be substantially invalidated if another study 
using more or different statistical mateiiaJ arrived at ^somewhat higher 
or lower figures for the average fluctuations of prices and export proceeds. 

Inflationary Pressures 

One main and general effect on the economies of underdeveloped coun- 
tries of this instability in their export markets is to increase the economic 
risks of devoting productive resources to prcjduction for export. This will 
make investment and production for export relatively less advantageous 
and less attractive. It gives an extra and powerful motive for adoption of 
an economic policy of self-sufficiency. As these nations are now increas- 
ingly becoming masters of their own house and have begun attempting 
to plan rationally with their own permanent interests as the guiding 
norm, this motive will come to play an increasingly important role. There 
arc, however, other considerations, and I shall leave this question for the 
moment, merely emphasizing the fact that in solving the policy equation 
of allocating resources between production for export and for the home 
market this effect will have to be given its due weight. 

More specifically, this exposure to violent shocks in their international 
trade is apt to create a continuous danger for these countries' monetary 
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and financial stability and, in particular, to engender strong and recurrent 
inflationary pressures. There arc, as I shall point out later, rational though 
very difficult national policy measures by which this danger can be averted, 
partly at least. But the “natural tendencies,” against which those national 
policy measures would have to be directed, lead to increased inflationary 
pressures both when the export proceeds turn upwards and when they 
turn downwards. 

In the former case, if new^ fiscal and monetary disciplines aimed at in- 
creasing national savings are not applied, the income increases accruing 
from the larger export proceeds will — according to the well-known mech- 
anism of the Wicksellian cnmulati\c process and via reactions in consump- 
tion demands, other incomes, tax yields at unchanged rates, public ex- 
penditures, investments, etc.— start an inflationary spiral. The new extra 
space created in the exchange balance, which initially materializes in an 
increased exchange reserve, will then easily be filled by rising demands 
for imported goods; the checks against imports which at that point will 
have to be introduced will give new force to the inflationary movement. 
The relatively low elasticity of domestic supplies, which is a characteristic 
of underdeveloped countries, plays an important role in spurring this 
process of internal inflation. 

But a downward turn of export proceeds is also conducive to inflation 
in a poor country with low levels of living and where the “natural tend- 
ency” is never to acquire much of an exchange reserve. The initial eflcct 
of lower incomes from exports will he, it is true, to engender deflationary 
forces in the economy. But WMges and other incomes in the export in- 
dustries, as in other occupations, are always sticky to some extent and 
anyhow do not react instantaneously; demand will also, at least initially, 
be kept up by the use of what there is of available liquid funds. As 
tax-yields decrease, public expenditures, which can usually not be ad 
justed downwards quickly, will as a matter of fact become financed by 
budget deficits. Investments had been decided upon and begun; they can 
rarely be stopped very rapidly, which also will keep u[) incomes. In these 
various ways the edge will be taken off the initial deflationary impact, 
particularly if the fall in export proceeds sets in during the course of an 
inflationary process. 

Now, part of consumers’ demands, which have not fallen, or not fallen 
enough, is directed towards imported goods, and the investments require 
payment for capital goods bought abroad. II then, with falling export 
proceeds, imports of consumers’ goods have to be rut down severely, and 
more severely in order to make room for some import of capital goods, 
this by itself will induce an inflationary effect. If there had been some 
influx of foreign capital before, this will tend to shrink or to stop — or even 
to reverse itself into a net capital outflow — which aggravates the situation. 



242 


AN INTERNATIONAL ECONOMY 


A devaluation of the currency, if that road is chosen or if the country is 
forced to take it by the pressure of events, will tend, by its effects upon 
prices, to intensify the inflationary forces and might, in addition, worsen 
the terms of trade. This will have the effect of wiping out altogether the 
widened exchange margin which should have resulted from devaluation. 

Around this main theme of perpetual inflationary pressures in good 
as well as bad times there are innumerable variations, as, for example, a 
study of most Latin American countries’ monetary history reveals. Indeed, 
in that type of society any change of demand and supply, in whatever 
direction, will lend to have inflationary effects; but the changes in the 
trade field are much the biggest and least controllable. The industxially 
advanced countries, with their very much widei margins in all respects, 
have not been too successful in managing their internal balance of total 
demand and supply. My main point in this connection is that the exceed- 
ingly wide variations in the underdeveloped countries' real earnings in 
international trade, on which they are usually much more dependent 
for their incomes, must make for them the task of preserving monetary 
equilibrium a vastly more difficult one — particularly because of their 
poverty and because of (heir drive to economic development, w^hich im- 
plies a political necessity of attempting to hold investments at a high 
level. 


Disruption of Economic Planning 

From another point of view, this great instability of real export earn- 
ings makes national economic planning, which the underdeveloped 
countries are now urged on all sides to undertake and which is so essential 
for their success in economic development, a much more difficult thing. 
In particular, investments should rationally form a continuous economic 
process and not proceed by fits and starts. Insofar as capital goods im- 
ported from abroad are needed for economic development, a rational 
programming must be able to count on their availability at a planned 
time and not when the foreign exchange happens to be at hand. The real 
costs of investments arc also increased when they cannot be planned and 
executed without constant consideration of the availability of foreign 
exchange. 

Investments must be kept on a high level over the years to give any 
real basis for a steady economic development. Attempts on the' part of 
the governments to keep up investment in the interest of economic 
development, if not accompanied by measures to increase savings cor- 
respondingly, will only strengthen the inflationary forces; and the result 
may indeed in the longer run be a level of investments lower than if they 
had not been pushed so hard! Further, inflation, together with its conse- 
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quences for the operation of the foreign exchange balance, is one of the 
strongest deterrents to the inflow of foreign capital; lessening of this flow, 
or the increase of capital outflow, will, in its turn, compel the govern- 
ments to a more restrictive import policy which again tends to strengthen 
the inflationary forces. 

The government of an underdeveloped country is placed in an almost 
impossible dilemma, whete its attempts to keep up the level of investments 
feed inflation, and where then, because of the inflation, investments have 
to be cut down. The end result of its actions during various phases of the 
cumulative process may very well be both inflation and low levels of in- 
vestment. As the United Nations experts pointed out: . . it is precisely 
those sectors of their economy upon which the drive towards economic 
progress most depends which are vulnerable to the shock of externa] and 
internal instability, ”28 The earlier expert gioiip who wrestled with the 
same problem put it this way: Their margin of consumption above sub- 
sistence requirements is very small, and the main brunt of any drop in 
their export receipts must therefore be borne by their development pro- 
grams, which arc vital to dicir futurc.”^*^ 

When investments are made in an inflationary climate, they often take 
an unrealistic direction; any existing plan for the use of available capital 
will be distorted. In the postwar years and until recently many Latin 
American countries have on the whole been rather favored by the 
general level of their terms of trade, their national income per capita has 
been rising considerably, and their rate of capital formation has been 
rather high. But nevertheless, as Professor Ragnar Nurkse points out, 
“Under the influence of inflation and luxury import restrictions ... in- 
vestment has tended in recent years to concentrate on residential con- 
struction, largely for the upper income groups, and on luxury industries, 
while cs.sential public installations such as railways and ports have in 
some cases tended to fall in disrepair. It cannot be denied that economic 
development is going on, but it is taking a needlessly painful and con- 
torted form.”^® If the present tower level of theii terms of trade, or still 
lower ones, should come to prevail for a number of years, that would not 
by itself cure inflation. Other things being equal, it would indeed gne a 
further spur to inflation, at the same time as investment and development 
would be curtailed, not necessarily steered into more productive lines. 

To all the evil results of fluctuations in export proceeds and inflation- 
ary climate I would add their influence on business mentality. Specu- 
lation, which an inefficient central banking system is unable to check, 
becomes one of the major forces in the development of foreign-induced 
inflationary pressures. But besides this, the wide price fluctuations have 
deterrent effects on recruiting brains and initiative for industry and 
enterprise. Speculation and the gamble of trading under conditions of 
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high risks and high profits will attract venturesome youth, while the 
prospects of laboring for mass production with low profits, which must 
be the goal for successful industrial development, will berome unattrac- 
tive. This is the more damaging, since in most underdeveloped countries 
there is the recognized difiiculty of changing the traditions of whatever 
small business class ihcre is from seeking easv profits through trade and 
speculation to embarking upon sustained enterprise. Trade has always 
and everywhere been the breeding ground for industrial entrepreneurs, 
but when prices fluctuate widely and inflation becomes a major business 
factor, sufficient industrialists of the most desirable type are not forth- 
coming. 


National Stabilization Policy 

It has been a recurrent theme of this book that one of the most difficult 
tasks of the governments in underdeveloped countries is to force national 
savings up to the level of the investments that are necessary for the desired 
rate of economic development. The primary effect of the great vaiiations 
in the underdeveloped countries’ export earnings is to put their monetary 
and financial stability under rectnient strain to [)ennit the “natural tend- 
encies” to work themselves out free from government interference, which 
would lead to increased inflationary pressures, lioth when th^ earnings 
increase and w'hen they decline. The task of balancing savings and invest- 
ments would be exceedingly difficult even if the export proceeds did not 
fluctuate so widely — because of th^ low levels of income, the undeveloped 
structure of financial institutions, the prevalent attitudes to savings, en- 
terprise, and investment of the tiny well-to-do classes and, above all, be- 
cause of imperfections in the machinery of government and administra- 
tion. Under these circumstances, the fluctuations of real export earnings 
and their consequences on the entire economy confront the government 
of an underdeveloped country with the choice of cither controlling na- 
tional savings or else losing its grip over the development problem almost 
entirely. 

The government must somehow — by taxation or other means — manage 
to immobilize effectively the increases in export earnings when they tend 
to rise; it may then also be able to mitigate somewhat the hardships when 
earnings fall. As Nurkse has stressed: “An improvement in the terms of 
trade will make no significant contribution to capital formation unless the 
increment in export proceeds, and hence in people’s income, is directed 
into saving, voluntary or involuntary.”*"*^ In order to secure the holding 
up of investments, when later the export proceeds turn downwards, this 
extra effort is, indeed, essential. 

The degree of pressure on savings that has to be applied should depend 
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on a primary decision about the level of investments that the government 
wants to assure^ i.e,, how fast it dares to push the rate of economic develop- 
ment. Any rational policy of internal stabilization must thus be founded 
on a development plan which establishes the major objectives of economic 
policy in general. Such a plan must have the entire economy within its 
focus but must at the same time have regard to the conditions in the 
various sectors. The difficulties faced by an underdeveloped country in 
producing such a plan in a realistic fashion, in adhering to it against 
difficulties, and in altering it as circumstances change, do not need 
elaboration. 

By what means the stabilization policy should be carried out is a tech- 
nical matter which I must pass over in this very general sketch. I agree 
with Nurkse that in a poor underdeveloped country the control of the 
savings ratio must become to a great extent a matter of taxation of one 
form or another. I should like to add, though, that if such a country 
really succeeds in preserving a reasonable degree of internal monetary 
equilibrium for a number of years, and if at the same time real economic 
progress gets under way and care is given to the building up of various 
savings institutions, it may well be that over a period of time a growing 
portion of the necessary savings can be on an individual, voluntary basis. 

Measures to control national savings in the face of widely fluctuating 
export earnings should result in the accumulation of foreign reserves 
when export prices move up and their gradual exhaustion when they 
move down. This policy may be combined with, or rather partly consist 
of, an internal income-stabilization scheme, expropriating export earn- 
ings when they are rising and paying out subsidies when they fall. 

The operation of such a scheme is an extremely delicate matter; if, as is 
natural enough, it tends to take on the character of a general income 
support, it will not prevent inflation. It should be recognized that from 
the point of view of a long-range production and export-piornotion policy 
the guaranteeing for a number of years of relatively high and stable prices 
for one or several of its major export commodities may be an entirely 
rational device. If not counterbalanced by a stern taxation policy, it will, 
however, almost automatically lead to inflation as, for instance, Turkey 
has recently found out. 

The internal income stabdization policy may be combined with a 
systematic attempt to manage national buffer stocks with the intention of 
carrying over supplies from periods of low to periods of brisk demand. 
The stocks of export commodities then replace the reserve of foreign 
exchange which otherwise would accumulate and fluctuate in the same 
way. If a number of countries followed a similar policy, the latitude of 
price fluctuations on the world market would tend to decrease. Again, it 
should be noted that it is a delicate and risky operation, which also re- 
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quires substantial financial resources. A national economy is easily forced 
to carry a much higher burden of investment in stocks than is healthy 
either for its exchange balance or for its economic development, which 
needs foreign exchange for buying capital goods. 

Lastly, one important point should again be stressed. The advanced 
countries have not been too successful in the past in controlling their 
level of savings and in keeping their economy in balance. The under- 
developed countries are compelled to attempt to stabilize their economies 
more successfully, though all their levels are very much lower and their 
reserves scantier, the exogenous impulses very much stronger, their invest- 
ment needs much more urgent, and their governments and administra- 
tions incomparably weaker. 

The Convergence of Interests 

It is against this background that proposals for concerted international 
action to stabilize commodity prices should be viewed. The paramount 
interest of the underdeveloped countries in international price stabiliza- 
tion is evident from my analysis above. The politically important fact is 
that these wide fluctuations of the prices of primary products are also not 
in the interest of the industrially advanced countries. 

They increase their difficulties, too, in maintaining internak monetary 
stability. The speculative stocking boom in primary products and their 
rising prices during the early phases of the Korean war brought, for in- 
stance, many countries in Western Europe into a bout of inflation which 
had later to be followed by a period of relative stagnation of their indus- 
trial progress. Even when monetary balance is preserved, the economic 
risks in trading and stocking primary products will have to be paid for, 
which must tend to raise over the years the level of their prices to indus- 
tries and, finally, to consumers. Also, the instability of the underdeveloped 
countries' import demands for capital goods is, of course, disadvantageous 
to the industrial countries. It is, furthermore, apparent that the wide 
variations in the market for primary products and their consequences 
for the underdeveloped countries' import demands add another difficulty 
to all the others mentioned in Chapter VI, hindering the attainment of a 
more reliable system of balanced international trade and payments, which 
is a commonly shared goal. 

Nor are suA wide variations necessary in order to adjust the supply of 
primary products to the usually very gradual and continuous changes of 
consumption and production. The prominent economic eJeperts who, 
under the chairmanship of Professor James W. Angell, wrote the United 
Nations report. Measures for International Economic Stability, concluded 
that “it is hard to believe that to achieve these objects, price fluctuations 
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need be nearly so great as they are in fact. Much smaller changes would, 
on the contrary, obviate unnecessary and wasteful fluctuations in invest- 
ment in primary production and in the use of primary products. There 
can be little doubt that they would, on balance, be better for all con- 
cerned.*'®* 

To this statement — which represents, so far as I know, a unanimous 
view among economists — the later expert group on commodity trade and 
economic development added this reflection: 

It is possible to surmise, therefore, that the desirable results of price changes— ^ 
the encouragement of a better allocation of economic resources- ought to be 
capable of achievement without violent instability. Indeed, if prices really had 
to change by 15 percent or 20 percent from year to year in order to achieve 
minor alterations in resources allocation, this would raise serious doubt about 
the effectiveness of this method of securing a desirable allocation. In any case, 
we do not believe that the large price fluctuations are in fact serving useful 
allocative purposes.*^ 

We are thus for once in the happy situation where economists are 
unanimous and all national interests converge. 

To sum up, we have no doubt that industrial as well as economically under- 
developed countries would be better off — in terms of real income and its bal- 
anced grow'th — if the gross instability in primary commodity markets were 
moderated. It remains for all countries to recognise and fully appreciate this 
coincidence of interest. If they do, the basis for joint action is established and the 
problem becomes one of choosing the proper means . . . We prefer to think 
that the many solemn declarations by official and unofficial spokesmen of in- 
dustrial countries, voicing their concern with the development of economically 
backward countries, were prompted by a measure of sincerity.^® 

Failure to Reach Practical Results 

The wide variations of the ual export earnings of underdeveloped coun- 
tries are partly related to the general business fluctuations. International 
cooperation to stabilize business conditions in the world at large would 
undoubtedly mitigate the harmful effects caused by the price instability 
discussed here. In Chapter VI I pointed out that international efforts 
in this direction, which at one time enjoyed very general support by 
economists and statesmen alike, have now been almost given up. 

The very small capital influx to underdeveloped countries-— and, in 
particular, the tendency to vary in correlation with real export earnings— 
also aggravates the adverse effec ts on the economies of underdeveloped 
countries of price instability. In Chapters \*III and IX I reached the con- 
clusion that there is no likelihood that foreign capital will, within the 
foreseeable future, be made available to these countries in any substantial 
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amounts. In the present chapter I have also pointed out that the changes 
in terms of trade caused by price fluctuations have effects on national 
incomes of such great magnitude that they cannot possibly be bought off 
by any practical increase in foreign credits or aid. 

Nevertheless, if measures could be taken to uphold and perhaps to in- 
crease capital inflows during periods when real export earnings of under- 
developed countries were low, this would naturally be helpful. Arguments 
for organizing such compensatory capital movements have frequently been 
put forward by economists, and concrete proposals in this direction have 
been worked out by the various United Nations expert groups that have 
been dealing with the stabilization problem. In supporting their pro- 
posals, they have all pointed out that such compensatory capital move- 
ments would be in the interest of the advanced countries as well, since 
their exports of industrial goods to the underdeveloped countries would 
be kept at a higher level. However well foundc^d in logic and in the 
converging interests of all countries, these ptoposals have as yet not led 
to any practical action. 

Even if there were an organized international system of conccricd meas- 
ures to counteract general business fluctuations and to stabilize the capital 
flows in and out of underdeveloped countries, this would minimize but 
by no means solve the problem caused by the instability of piiccs of 
primary products. Since, however, there is no such effective cooperation 
within sight, measures for price stabilization are even more important and 
urgent. 

This is the problem that is dealt? with under the title “commodity agree- 
ments” or “commodity arrangements.” It does not concern the issue of 
improving the long-term level of prices of export products from the under- 
developed countries, referred to earlier in this chapter, but only the prob- 
lem of how to counteract their wide short-term variations/"^^ As I pointed 
oiU earlier, even if international cooperation to solve the former problem 
is for the time being excluded, a solution of the latter problem, where 
interests so widely (onverge, would, of course, be of tremendously bene- 
ficial importance, in the first place to the underdeveloped countries. 

Long before the war there were, besides the international cartels, a 
series of various multilateral and bilateral arrangements, mostly between 
producing countries, aimed at stabilizing prices. During the war, such 
arrangements were given an impetus by the successful operation of the 
coordinating supply agencies on the Allied side, set up to allocate re- 
sources and regularize trade, mutual aiej, and jirices. Another important 
stimulus wai naturally, the international idealism nurtured in this time 
of great stress, w'hen thinking was so uninhibited and binding policy 
commitments so far off. 

Various schemes for price stabilization became important elements in 
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the planning for peace; in particular, the safeguarding of the interests of 
the underdeveloped countries was held up as a moral imperative for the 
cooperation between nations in the new world which was to emerge after 
the victory over Fascism. Often large-scale international economic plan- 
ning was envisaged as the general background to price stabilization poli- 
cies.®^ 

John Maynard Keyne^ gave his authority to the feasibility of accom- 
plishing international price stabilization and offered practical suggestions 
as to how it should be done. The postwar discussion was given a good 
send-off by a report, published in February 1945, on EconomL Stability in 
the Post-War World , worked out under the auspices of the l.eague of 
Nations by a committee of economists headed by W. W. Ricflc r and pro- 
posing the setting up of buffer stocks within an international framework. 

The Food and Agriculture Organization started out under John Boyd 
Orr with a magnificent scheme for a “World Food Board," presented to 
the first conference of the organization in Copenhagen in 1946. The Board 
not only would have stabilized prices of agricultural commodifies but 
also would have financed and directed the disposal of surplus products 
at reduced prices to needy peoples and, in addition, run an emergency 
world food reserve. 

The scheme was somewhat ambitious in certain respects and badly 
needed to be carefully worked ovci. This was partly done during the next 
few years and resulted in a change of the proposed Board to an “Inter- 
national Commodity Clearing House." This change was, in fact, only one 
of the steps in the slow but, in the end, effective destruction of the entire 
scheme, which naturally had created suspicions among all “sound" and 
orthodox representatives of governments, particularly those of the richer 
countries. Sir John himself, who stubbornly stuck to the ambitious aspira- 
tions of wartime idealism, piclcrred to resign and was given a peerage at 
home and the Nobel Peace Prize by the Norwegians, who appreciate great 
and generous thoughts. 

Some such scheme with broader terms of refcre:icc than price stabiliza- 
tion would certainly have had important functions to fuiftli in the field 
of the production, trade, and consumption of food; the technical diffi- 
culties of operating it could have been overcome — if the world w^erc a 
better one, more like the one people expected when w^ar was still being 
waged. The agency could have dealt not only with foreseeable pioblems 
of food supplies but also, and more generally, with the large disparities 
between rich nations under pressing tendencies in burdensome surpluses 
and poor nations always risking starvation or near-starvaiion; but I do not 
think it could be brought into existence and function effectively in the 
nationalistic climate that since then has hardened progressively with each 
passing year.-^^ 
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On the general international trade front, Cordell Hull, President Roose- 
velt's Secretary of State, and a distinguished group of devoted economic 
experts working under his direction, made preparations towards the end 
of the war for an International Trade Organization: rules for commodity 
agreements were part of tlie plan. These ideas were further elaborated 
during the long discussions of the Preparatory Committee set up by the 
United Nations and the results were incorporated in Chapter VI of the 
Havana Charter. The International Trade Organization never came into 
being; but long before its fate was clear, and because of the passage of 
time, an Interim Co-ordinating Committee for International Commodity 
Arrangements was created to sponsor and guide the calling of intergov- 
ernmental conferences on particular commodities. 

Vei'y little practical action followed, however. The whole movement 
for stabilizing international prices of primary products has, in fact, been 
petering out and has achieved very little. 

The Deeper Explanation of the Failure 

It is worthwhile reflecting for a moment over the deeper causes of this 
discouraging development. For one thing, there are very difficult technical 
problems to be solved if the world price of a commodity is to be effectively 
stabilized. Insofar as the scheme involves stocking, it would a^o require 
quite considerable financial reserves. My own personal experience of mul- 
tilateral intergovernmental negotiations convinces me that it is unwise to 
underestimate these technical difficulties and the very laborious and time- 
consuming staff work that is required to reach practical results. I arn, like 
the majority of economists who have studied the problem, nevertheless 
convinced that the technical difficulties could be overcome — if there were 
a positive will on the part of the governments to overcome them. 

I believe we should not confuse the matter by offering an unnecessarily 
complicated explanation of our failure to do anything effective about 
international price stabilization. The main explanation is quite simply 
that the basis of human solidarity between nations does not yet exist for 
a large-scale settlement of such a big economic problem. It is not only, as 
I have repeatedly pointed out earlier in this book, that the international 
machinery for international cooperation is weak; the machinery is weak 
mainly because it lacks a solid foundation in people's allegiances and ex- 
pectations. 

The faet that in this case, as I have also stressed, there is a clear con- 
vergence of national interests in favor of a settlement does not contradict 
this proposition. It is a routine experience of every international civil 
servant that, almost as a rule, government representatives arrive at their 
meetings with instructions to oppose initiatives. Legislatures, govern- 
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merits, and administrations are usually more narrowly nationalistic than 
the enlightened sections of their general publics. All the earlier condi- 
tionings of negotiators in the international economic field have taught 
them to do their utmost in fighting fiercely for the national penny while 
losing the commonly desirable pound. 

I have often reflected over the lack of enlightened generosity that char- 
acterizes intergovernmental bargaining and differs so widely from the way 
in which big business makes its deals: in a spirit of much more largess, 
mutual faith and confidence, with a sense of the true proportions, and a 
ready preparedness to make small concessions to secure big profits. An- 
other comparison, equally disadvantageous to intergovernmental negotia- 
tions, is with organized collective bargaining in the labor market in some 
of the highly integrated national communities. 

In questions of price stabilization a government is asked to make a 
commitment to pay more for a commodity at certain times in the future 
and less at others; in addition it is perhaps asked to contribute to the 
financing of buffer stocks. The natural tendency is always to suspect that 
the other partners get away with an “unfair" advantage. It is usually 
realized that there is a common gain to be made and shared, but it is 
feared that the others get it all and perhaps more thati that. 1 mean it 
quite seriously when T say that, however many statistics and technical 
formulas we pile up at the conference tabic in order to give objectivity to 
as many elements of an issue as possible, the essential difficulty to over- 
come in intergovernmental negotiations of this type is very simply the 
re.strictiveness of national governments and their suspicions about each 
other. 

Even if the general national interest to (oo|>eraie in reaching an agree- 
ment is clear in the abnract, this becomes easily confused in national dis- 
cussion. A government represents different groups with different interests: 
in advanced countries there are primary producers as well as consumers; 
in both types of countries there are many middlemen who earn their 
profits by speculating in unstable prices. These are special interests and 
the public interest is, of course, different and should be o\erwhelming. 
But in the advanced countries with their accomj)lished systems of rcpit 
sentative democracy the public interest in an internal iotial issue of this 
type is apt to go by default amid general apailiy, nobody is ready to wage 
a fight for it as there are usuall) no clear and immediate group interests 
involved and as the special interests can harp on the nationalistic senti- 
ments that are always present. Governments in the underdeveloped coun- 
tries are often even mote directlv the prey of special interests. 

Further, we will have to remember that even if the issue is defined 
as the limited one of price stabilization, the underdeveloped countries 
are, as a matter of fact, also dissatisfied with the general level of prices of 
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their export goods and they are under a very strong temptation to try to 
get additional protection tor this other interest under the cloak of price 
stabilization. They will anyhow always be suspected of trying to do so by 
the rcpresentati\es of the advanced countries. On their side, they are 
conscious of their weaker bargaining position and will suspect the ad- 
vanced countries of taking uniair advantage of this by trying to use the 
agreements to depress more generally the long-term level of commodity 
prices. 

The agreements would usually depend in some way and to some extent 
on how the prospects for the future ])rice development and, indeed, the 
general trend of the world economy, are regarded; at least the govern- 
ments’ interest in reaching a certain agreement at a given time will depend 
on these factors. As these prospects are always exceedingly uncertain and 
not susceptible to objective assessment, opportunistic impulses on both 
sides will tend to hinder a common assessment. Usually, both importers 
and exporters are reluctant to give up possible chances of lower or higher 
prices, respectively. Nevertheless, all these difficulties could be overcome 
if there was a real will for a settlement. 

Such a will undoubtedly exists as a general attitude and is steadily be- 
coming more articulate among the leaders in the underdeveloped coun- 
tries, where the interest in price stabilization is greatest. They are joining 
forces in general complaints and declaiations; but it must Ije said that 
they have done very little in practice to obtain international agreement 
on stabilization schemes for the specific commodities in which they arc 
chiefly interested. Partly, this is just one more indication of the lack of 
prat tical cooperation between underdeveloped countries themselves, 
which has often been referred to in this book — when it comes to negotia- 
tions, they are interested in different commodities and, .even in regard to 
the same commodity, their interests vary. Partly it is caused by the general 
inefficiency of their governmental machines. 

Meanwhile attitudes in the advanced countries have gradually turned 
.more and more definitely against the idea of international price stabiliza- 
tion. As concerted international action to stabilize their export prices 
would undoubtedly be one way of really helping the underdeveloped 
countries — and of doing it on straight business lines, without incurring 
much expense, but actually benefiting the advanced countries — this is a 
rather sad reflection. 

In the United States, the President’s Materials Policy Commission pre- 
sen ?ecl its report, Resources for Freedom , as late as June 1952 — it is 
usually referred to as the Paley report, after its chairman — and came out 
clearly for the earlier established policy line in favor of international 
price stabilization, recommending both multilateral agreements and the 
device of buffer stocks. Since then there has been a general hardening of 
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hearts in the United States which has coincided with a less anxious out- 
look on the scarcity of industrial raw materials needed in that country. 
The majority of the Randall Commission'*^ took an entirely negative 
attitude on the issue, and most advanced countries have followed this 
development in the United States. 

Undoubtedly to some extent as a reaction to this, the underdeveloped 
countries have become ever more vociferous in demanding price stabiliza- 
tion. The dividing line between two political parties, as it were, in the 
world, the rich and the poor, has become more clear cut. 

Most underdeveloped countries are weak and dependent — economi- 
cally, politically, and militarily. While some of them neveitheless make 
it a point of honor to demonstrate a high degree of national integrity, it 
can be noticed that when an issue comes up in an organ of the United 
Nations many others lend to be lined up for voting by one or several of 
the big industrial powers. Increasingly, however, the underdeveloped 
countries are declining to toe the line in economic questions of vital 
importance to them. A sort of collective disobedience is spreading; die 
fact that it is so widespread — and also, of course, the realization on all 
sides that the passing of a resolution does not cause any real immediate 
change — gives a sort of protection for a more independent voting on 
these questions. 

And so a poor countries' party in general economic questions has be- 
come established. The decision of the Economic and Social Council last 
summer to set up a new commission to tackle the price stabilization i)rob- 
lem was, for instance, made by the votes of the underdeveloped countries 
— now joined by the countries in the Soviet bloc — against the votes of all 
the industrially advanced counrries.^^ 

I feel certain that no competent and objective observer of the interest- 
ing political development 1 have sketched will disagree with me when, 
hereafter, I base my argiiinent on the conclusion that for the time being 
no substantive progress will b»" made in solving the problem of inter- 
national price stabilization. 

FACING THE WORLD MARKET 
Nation a; Export Policy 

The following analysis of the problem of the underdeveloped countries’ 
national commercial policy is based on a number of major premises that 
I have sought to establisli in this and the preceding chapters: 

1 . The underdeveloped countries are under the political necessity of 
pressing on with their economic development plans as rapidly as they 
can — in the very difficult internal circumstances that were analyzed in thc*^ 
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last chapter and the great handicaps to their international trade relations 
that have been the object of study so far in this chapter. 

2. For most underdeveloped countries, no really substantial amount 
of foreign credits or aid is likely to be forthcoming; likewise no major 
reforms are on the way to introduce an effective compensatory cycle of 
capital inflow in order to ease their payments situation when real export 
proceeds are falling. 

3. No large-scale international agreements are in sight to improve the 
underdeveloped countries’ terms of trade or to stabilize the world prices 
of their exports; nor are there any prospects that effective action will soon 
be taken for international control of industrial cartels. 

The almost complete lack of progress in international attempts to 
ameliorate the conditions under which the underdeveloped countries 
are laboring in the field of international trade naturally makes it even 
more important that their national commercial policy be handled with 
wisdom. The following observations, like the rest of this book, are only 
in the nature of a broad sketch, but 1 would like to state in advance my 
opinion that this subject is one of crucial importance. The underdevel- 
oped countries' way of handling their commercial policy will be one of 
the most significant factors in determining whether they will fail or 
succeed in their drive for economic development. 

As they are the poor and the many, this problem should, according to 
the philosophical traditions of political economy, rank very much higher 
in our discussions than it usually does. If these countries were to succeed, 
a more correct and democratic international balance of economic power 
would be treated. Then, perhaps, even the efforts towards international 
tooperation in the trade field would be given a better chance than now, 
when their bargaining power is so frail. Perhaps even our international 
economic organizations could be revitalized. 

A irseful starting point for the discussion of the national commercial 
policy of underdeveloped countries may be to recall that these countries 
have a vital interest in high exports in order to enable them to raise their 
necessai'y imports of capital goods for economic development. But this 
docs not imply simply that it is in their interest to press on with their 
traditional exports. They should rather take a good look at the com- 
position of these exports and at their prospects in the world market and 
then make up their minds about which exports they should try to increase 
and which they should rather leave alone or reduce. They should seek 
out for themselves the dynamic commodities with rising demand trends 
and with high income and price elasticities and try to get away from those 
with a doubtful future. 

Unfortunately many, if not most, underdeveloped countries are firmly 
established in lines of exports in regard to which the world demand is 
not very elastic and the demand trend is not rising. By raising its output 
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of such commodities, one underdeveloped country may gain some advan- 
tage at the expense of its competitors — who are also to a large extent 
underdeveloped— but if all underdeveloped countries did their utmost 
to increase their present staple exports, they might end up poorer than 
they were, while the advanced countries would reap the benefit:!. In some 
cases a single underdeveloped country occupies so imjiortani a place in 
the world market in respect to one commodity, that an increase of its 
supply would bring down the price substantially and, ctinsetjnemly, in- 
crease its export proceeds less than proportionally— perhaps even rediue 
them. 

If there is one generalization that can safely be made from comparative 
studies of the development of the terms of trade of different countries 
it is that besides factors beyond a single country’s own control, sucli as 
its natural endowments and the trends of world production and con- 
sumption it is a country’s ability to adjust rapidly and continuously and 
to shift its resources to the most ad\antageous uses that dererniines hov/ it 
fares in, and what gains it reaps from, international trade. Gicat flexi- 
bility is, however, a result of economic development and high levels of 
pioduction spread out in different directions; the rigidity of an under- 
developed country s economy is one of the marks of its underdeveloped 
status. To break this vicious circle, deliberate efforts are necessaiy. If 
they should succeed, then these efforts would be an important elcuient in 
its economic development. 

More than other countries, the underdeveloped ones need to have 
penetrating studies made concerning development trends in world supply 
and demand. And they cannot lestrict themselves to the Iruits of the 
studies the advanced countries aie making for their own use, ncjwadays 
often with narrow and very special strategic perspeciivcs. Hcic is another 
field where the accumulated knowledge in the world cannot simply be 
taken over, but where the underdeveloped countries need to have ^resh 
thinking applied in stating their specific problems and solving them. 

They need independent research into the existing openings in the 
world market, taking into account their special opportunities and difficul' 
tics, their natural resources, their labor force, and their available capital 
Insofar as they are not able to carry out this research themselves, or to do 
it all rapidly enough, they have good reasons to put pressure on the inter- 
national organizations of whic.i they aie members, to do the market 
studies for them.^® 


Diversification of Exports 

One important purpose of these market studies should be to give 
rational guidance to the diversification of their exports that most under- 
developed countries urgently need. As I pointed our, the expoits of many 
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of these countries are concentrated on one or two main commodities; all 
come to the world market with much too narrow a range of export goods 
for sale. 

One important interest in spreading the exports over a wider range of 
commodities is naturally to even out risks. With the violent fluctuations 
of the prices of the export goods of underdeveloped countries, this interest 
is by itself very considerable. 

Another interest is ta strengthen their bargaining power. A country like 
Greece, trying to earn half its export proceeds by finding markets for its 
tobacco, is continually forced to accept a number of concessions regard- 
ing its imports, which it would not accept if it had a freer position since 
they run counter to its development policy. Often it is compelled to open 
its boundaries to the import of a number of consumption goods while 
there is idle capacity at home to produce them. Some Latin American 
countries, in a similar situation in regard to their exports, have likewise 
been forced to make commitments with respect to their tariff policy 
which they would not have chosen to make if their bargaining position 
had been stronger and if they had been iree to consider more exclusively 
their own development needs. 

A third, and main, interest in spreading their exports over a wider 
range of commodities is that this is the only practical means of over- 
coming the basic weakness of underdeveloped countries in international 
trade, which is rigidity, and of acquiring the flexibility in theii -economy 
which is a precondition for greater success in exploiting the new oppor- 
tunties and releasing themselves, from tfic less remunerative lines of ex- 
port. The only way of doing so is continually to seek out new produc ts for 
sale and so build up gradually a greater number of export outlets. 

In this field — as, indeed, generally — they must overcome tradition and 
acquire the pragmatic and experimental habits of modern business. 
Insofar as underdeveloped countries in general succeed in doing this, 
their exports of many commodities with low income and price elasticities 
and stagnant demand trends would naturally shrink or develop less 
rapidly. This would, therefore, be the surest way of improving their 
terms of trade with respect to traditional exports as well. 

All this will require extensive government intervention and must be 
the result of far-sighted government policy and planning. We should 
not conceal from ourselves the fact that the natural play of forces in the 
market will simply mean continued rigidity and stagnation. As always, 
the good planning needed is’ aimed at breaking rigidities, increasing 
flexibility, and liberating forces and not at straitjacketing the develop- 
ment. 

And here we are, of course, again up against the real and serious bottle- 
neck that in many, if not most, of the underdeveloped countries will 
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retard progress: the lack o£ a progressive, competent, incorrupt adminis- 
tration under a stable government, a vigilant and enterprising business 
class, and a plentiful supply of skilled technicians and economic experts. 

Exports of Manufactured Goods Also 

If the diversification of exports were to be limited entirely to primary 
products, the opportunities may perhaps not everywhere amount to very 
much. A word should be said here about the taboo existing in most of 
our thinking against the export of manufactured goods by undci devel- 
oped countries. It is gradually becoming recognized that it is a rational 
element in their economic developirKiu policy that they should build 
up industries and increase their production of manufactured goixls: 
but it is taken more or less for granted that these sliould be for domestic 
consumption only and not to compete in the wwld market. 

When the advanced countries indnstriali/ed they were in the fortunate 
situation of beir.g sutrounded by an underdeveloped world which they 
could use as a market for clieap manufactured goods and as a source of 
supply for food and industrial law^ materials. 'This w'as one of the in- 
estimable advantages in being ahead ol the rest. 7’he laiecorners are ob- 
viously not able to follow the same simple pattern. So far as exports of 
manufactured goods are concerned, the underdex eloped countries meet 
on the world market well-established, highly productive coinpetitorfi 
whom in most branches they cannot ui\dorsell. In attempting to reach a 
better balanced economy they wnll certainly need to industiiali/.e, hut for 
a long time they will have their hands full in trying to meet the dc'inands 
of their domestic markets. Mcanwdiile they will have to accjuire the 
capital goods they need for development — and often additional food and 
many manufactured consumers' e.ssentials — iiiainly by selling primary 
products, the only ones they are prc.sently able to produce in large 
quantities. 

But recognizing these facts in the situation certainly does not imply 
that the industries they can build up should be relegated altogether to 
the protected home market. From the point of view of international 
division of labor this would be entirely unsound, and many opportunities 
of coming into such export lines where price and income elasticities are 
great and demand trends rising would be lost. The development of in- 
dustrial exports is generally apt to instill more of a dynamic spirit of 
enterprise and comp>etition into a stagnant economy. 

Japan in its time never accepted this taboo and indeed could not 
possibly have done so, given its development aspirations and the rela- 
tions between the trend of population increase and the confined space of 
its homeland; Japan can still less accept it today with a population nearly 
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thrice as large as in 1870. India is already one of the major world ex- 
porters of textiles and, in Southern Europe, Yugoslavia is attaining some 
success as an exporter of manufactured goods and even of machinery. 

More generally, if economic development is to amount to anything — 
if stagnation is going to be broken — one underdeveloped country after 
another will have to enter the world market for manufactured goods in 
a big way. India might very well in time find it advantageous and perhaps 
necessary to become an exporter of manufactured products, perhaps even 
of capital goods, on a large scale. It would be in line with the efiorts to 
establish a more permanent international trade balance in the world, if 
industrially advanced countries adjusted their ways of thinking and their 
commercial and industrial policies to these new possibilities. 

The advanced countries will, however, probably try to close their 
markets to “dumping” from the underdeveloped countries. The history 
of Japan's long struggle to get into the world markets with its industrial 
products — which, incidentally, has entered into a new acute and crucial 
stage — makes it possible to forecast the kind of difficulties that will be 
placed in their way in order to uphold the taboo. It makes it also prob- 
able, however, that the discriminatory measures applied in order to keep 
them out of international trade in manufactured goods will in the longer 
run have only limited success. 

On the ideological front, the underdeveloped countries ^will have to 
press for a clarification and, indeed, a redefinition of the odious popular 
term “dumping,” with all its emotional content, which wdll be thrown at 
them as new competitors on the international market for manufactured 
goods. They will have to bring Ricardo’s old battery again to the firing 
line. And they must insist that there exists a relevant difference between, 
say, an international industrial cartel lowering temporarily its prices in 
a particular country long enough to liquidate sprouting competitors and 
a poor country with low wages and levels of living w^hich succeeds for 
this very reason in producing and selling export articles at lower prices. 
They will even have to defend and gain recognition for the fact that it 
may be entirely sound economics for a poor country with a large surplus 
working population to subsidize an industry to encourage its growth and 
to make it competitive. The workers who thereby become employed 
would have to be sustained in any case and the real cost of labor is thus 
lower to the nation than the wages paid. 

Both because the underdeveloped countries are backward in skills and 
technology and because the character of their basic home markets is 
determined by poverty of the wide consuming public, the manufactured 
goods in which they will more easily become competitive in the interna- 
tional market will usually be of the low-quality, cheaper variety; dtey will 
for the greater part cx)nsist of semimanufactured, but also of more finished 
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goods. The adjustment of international trade that will be needed is, first, 
a preparation by the advanced countries to move out of these production 
lines. They had originally, and have still, a considerable export produc- 
tion in those lines that they sold mainly in their colonial empires and 
other underdeveloped countries. It has been one of the first demonstra- 
tions of economic independence of the former colonies to begin to squeeze 
out these imports from the metropolitan countries and substitute for 
them the produce of domestic industry; the recent history of world 
trends in the production and trade in textiles provides a clear illus- 
tration.'*’^ 

Rationally, it cannot be expected to end in self-sufficiency, however. 
Even in the advanced countries there is a limited market for this type 
of cheaper product. A natural trend would be a reversal of the established 
direction of international trade, so that the advanced countries, instead of 
exporting them, became net importers. 

The bigger market is, however, in the underdeveloped countries them- 
selves. For the long period ahead while they all have very incomplete in- 
dustrial structures, a most interesting possibility is opened up of a 
“second-grade international specialization” growing up among these 
countries, particularly in regard to cheaper qualities where the industries 
in the advanced countries could be effectively undersold. 

From this point of view, one of the most damaging policies the 
advanced countries are following in the interests of their own industries 
is to protect the markets of their colonial dependencies against imports 
from other underdeveloped countries. These dependencies represent very 
important potential markets for the kind of cheaper manufactured goods 
I am here discussing and would be natural participants in the interna- 
tional specialization of the kind I have in mind between underdeveloped 
countries. This is, incidentally, one of the motives tor the underdeveloped 
countries’ keen interest in gaining independence for the colonies and 
dependencies, though there admittedly are other motives which are 
politically more important. 

Cooperation Among Underdeveloped Countries 

What I am here suggesting is. in fact, a cooperation in international 
trade amdng the underdo vel opt. d countries or groups of them, focused 
particularly on trade in manufactured products. The scope for such 
a cooperation is naturally limited, as almost by definition partnership is 
more natural between underdeveloped and developed countries than 
between underdeveloped countries by themsdves. But in one field such 
cooperation would be of special importance and, indeed, almost a pre- 
condition for successful industrialization, namely for industrial goods the 
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economic production of which assumes a larger home market than a single 
underdeveloped country can offer, at least until production and con- 
sumption generally have reached much higher levels. 

The present situation in many underdeveloped countries is that, as 
they proceed with industrialization, they reach a situation where in many 
new industries they have idle capacity, not only in terms of potential 
manpower but also in terms of plant and equipment. Such idle capacity 
is an almost criminal waste in an underdeveloped country; it owes its 
existence to a combination of a small home market and various indivisi- 
bilities of modern methods of production. Where the choice of tech- 
nology is limited and the opportunities of trade small, an underdeveloped 
country is placed in a dilemma. It has to decide whether it is prepared 
to tolerate some idle capacity, pay the considerable additional cost in- 
volved, and still go ahead with industrialization in a particular sector, or 
whether to abandon the attempt. International cooperation of the type 
suggested would have the task of reducing such idle capacity to a 
minimum and thus of enlarging the field for economically productive in- 
dustrialization. 

The Secretariat of the Economic Commission for Latin America has 
presented plans in several studies for this type of cooperation in its region. 
In its latest publication it again discusses the problem under the heading 
“Liberalization of Inter-Latin American Trade.” » 

Industrialization is developing in “water-tiglit” compartments of national 
economies, and trade in industrial products between Latin American countries 
is very rare. While industrialization merely covered those goods for which the 
national market permitted enterprises of sufficient size to be established, this 
industrial isolation was no cause for serious concern. But when, to meet tlie 
needs of development, industrialization is extended to goods which can only 
be economically produced by mass production methods which exceed the demand 
of the domestic market, it is imperative to organize reciprocal trade between 
the Latin American countries.'*® 

For this purpose the authors propose reciprocal trade liberalization 
and other measures in order to encourage trade between certain Latin 
American countries “in goods which are not at present being produced, 
which are only being manufactured in small quantities or which are 
alone produced on a large scale in some of the countries and not in 
others.”^® The idea is, in fact, that, especially when the technical condi- 
tions for economic production require a large home market a regional 
group of underdeveloped countries should go ahead together in order to 
accomplish for themselves the growth of industry behind a protective 
wall against the industrially advanced countries, the general motivation 
for which I shall discuss later with respect to a single country. It is pointed 
out that this liberalization of trade between the Latin American countries 
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need not influence either the United States or Europe more than the 
effects of a tariff with which either of these countries might attempt to 
protect its domestic output®® — it only makes possible the use of more 
efficient production techniques and, of course, enlarges the scope for 
possible industrialization in the region with a minimum of protection. 

The idea deserves more serious and sympathetic study than it has had 
so far and may have its application in other underdeveloped regions as 
well. The difficulties of carrying it out are, however, considerable. It 
would require cooperative planning and not only cooperative discrimina- 
tion. On the basis of such planning, one country would allow preferential 
terms for imports of a particular product from another country in ex- 
change for a similar treatment on the part of that country in regard to 
another product; and this agreement would then have to be followed up 
by a planned increase of the investments for production of the two proci- 
ucts in the respective countries. It is difficult to believe that a customs 
union or anything similar, without cooperative planning, would be likely 
to lead easily to much specialization of any beneficial kind. 

It should also be realized that such a cooperative policy between 
underdeveloped countries would imply a radical breakdown of all their 
traditions.. In all regions there has been very little economic cooperation 
between underdeveloped countries. In fact they have had very' little 
mutual trade; interregional trade in Latin America is extremely low and 
interregional transport is very undeveloped. “Once again a vicious circle 
occurs. The means of transport are deficient and there is ? lack of trade 
owing to transport difficulties.*'®^ 

Trade and transport have been developed among the advanced coun- 
tries, between tliem and individual underdeveloped countries, but not 
among those countries themselves. Governments and businesses in under- 
developed countries are conditioned and trained to negotiate and co- 
operate with their opposite partneis in advanced countries but not with 
governments and business in other underdeveloped countries. To break 
this formidable tradition, founded upon generations of history, and to 
open up new parallel relations between governments and businesses in 
underdeveloped countries in a region, is a very difficult undertaking. 

Nevertheless, I believe there is still a good chance for such a develop- 
ment. The abnormal isolation that lias existed for so long and become 
part of thCi tradition, itself implies the existence of large, unexploited 
opportunities for trade and economic cooperation. This is true, indeed, 
even in the underdeveloped part of Europe, in spite of the relatively 
much more intensive trading relations there. The Secretariat of the Eco- 
nomic Commission for Europe recently had the opportunity of working 
on the common development problems of Southern Europe in close co- 
operation with experts nominated by the governments of Greece, Italy, 
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Turkey, and Yugoslavia. During this work all were struck by the unex- 
plored possibilities for trade between these countries and, generally, for 
cooperation and mutually beneficial assistance in many detailed fields 
which come to light as soon as their development problems are viewed 
together as a whole and not isolated into their national compartments. 

So far, the most successful demonstration of a beginning of economic 
cooperation between underdeveloped countries is offered by the Central 
American states, working under the auspices of the Economic Commission 
for Latin America. In spite of great internal weakness and a troubled 
political situation, the governments have recently been eager to enter into 
active cooperation. The reason is partly that the very small size of some 
of the Central American republics turns economic cooperation between 
them into a matter almost of life or death; it is their only hope for laying 
a basis to their efforts of gaining an economically more independent 
status. 


Monopolistic Cooperation 

At this point it is natural to raise the question as to whether the under- 
developed countries could do something together in order to improve 
the prices of the staple commodities which make up the bulk of their 
exports and in many instances will continue to weigh heavily ^ven after 
considerable diversification. The characierization I have given above of 
the market situation for those commodities would, of course, seem to be 
an argument not only for a careful calculation of demand elasticities and 
market trends separately for each country, but also for monopolistic co- 
operation between several exporting countries. 

Naturally, the underdeveloped countries would be well advised to con- 
sult together. Each country by itself will anyhow have to study the market 
prospects carefully in order to decide on its own production and export 
policy for various commodities. To give each other the benefit of sharing 
in a group what they know, how they think, and in what direction they 
plan to move can only be to the common advantage. Whether the result 
could ever be a reliable agreement on concerted action is more doubtful. 

To begin with, concerted action between the underdeveloped countries 
in the trade field would meet with suspicion and resentment on the part 
of the advanced countries, and, of course, the former are all very weak 
and susceptible to political pressure.®^ Furthermore, for man. commodi- 
ties the underdeveloped countries control only a part, sometimes only a 
small part, of the total world market supply. Even when they are the 
chief suppliers, it would be difficult, as the history of rubber and coffee 
in the period betw^ecn the two world wars is apt to show, to get several 
underdeveloped countries to agiec on a common policy.' 
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Their positions as sellers on the market is varied. In particular, the 
big and small producers do not easily keep together. Colombia and Nic- 
aragua were the chief beneficiaries of the Brazilian coffee valorization 
schemes, and the small producers played havoc with the schemes to restrict 
output of rubber. This lack of solidarity on the part of the smaller pro- 
ducers is, incidentally, one of the crucial difficulties that meet all inter- 
national commodity agreements that operate by restricting output. ' 

Although underdeveloped countries have often been at a disadvantage 
when entering into competition in world markets with the advanced 
countries and may often suffer from particular subsidy policies followed 
in these countries, there are also examples, and important ones, of situa- 
tions where the edge of the advanced countries' competition becomes 
blunted because of their more effective protection of producers’ interests. 
One rewarding field for diversification of exports from underdeveloped 
countries has in recent years been precisely in those fields where the 
lobbies around the United States Congress have been successful in keeping 
world prices relatively high — as, for instance, in the c^se of cotton and 
copper. This is an uncertain basis for the long term export policy of an 
underdeveloped country, as there is alw'ays the ri^k that the United States 
will change its policy — for instance, by giving a greater siope to export 
subsidies. 

Similarly, as long as the United States and Canada succeed in keeping 
wdieat acreage restricted in their countries and wheat surpluses manage- 
able, and in disposing of those surpluses abroad without disturbing the 
regular world market — which, of course, just now^ is a big question mark 
— wheat producers everywhere in the world reap some of the advantages 
together with the North-Arnerican farmers. Likewise it has been pri- 
marily the interest of preserving oil prices ii\ America on a remunerative 
level that has led thc^ big, closely linked oil companies to adopt policies 
designed to keep up high oil pi’^ es in the rest oi the w^oild too.^^'’^ 

What I am here exemplilyii g is not a real cooperative partnership 
between industrially advanced and under developed cc3untries but the fart 
that sometimes, and indeed often, the collusion of interests in the former 
countries will have effects which are beneficial to some interests in th< 
latter countries. More regularly, the effects from protectionist policies in 
the advanced countries can, however, be assumed to be detrimental to the 
producers hn underdeveloped countries. 

This is certainly so in regard to monopolistic regulations of supplies 
and prices of commodities which the underdeveloped countries have to 
import. Particularly as their own possibilities of exerting monopolistic 
pressure in regard to their exports are exceedingly limited, one important 
cause of deep suspicion and dissatisfaction in the underdeveloped coun- 
tries is their feeling that as buyers they find monopolistic conditions in 
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the markets for most manufactured goods, but especially for capital goods 
that they need to import for their economic development. 

On this point it should be recalled that, as a sort of counterpart to 
the commodity agreements to stabilize the prices of primary goods, the 
programs for postwar international cooperation also included a proposal 
for effective control of industrial cartels. Like all other big wartime 
schemes, this proposal, too, has come to naught. 

The question then arises whether the underdeveloped countries, if 
they kept together, could accomplish anything by themselves to improve 
their situation as buyers. The answer must be probably no. They are too 
small a part of the market for industrial good^ and they have too precar- 
ious a bargaining position to do anything very effective in order to coun- 
tervail monopolistic pressure. 

But, individually, they would all be in a much stronger position as 
buyers if they could spread their purchases more evenly over the world. 
Since colonial times and as a result of economic dependency generally, 
they have been too settled in traditional lines of business contacts in 
only one or a few industrial countries and have rarely fully surveyed the 
entire supply market. Here again, they would need more organized market 
research. 

Quite apart from monopolistic elements in the ordinary sense of the 
word, the supply market for manufactured goods and pantcularly for 
heavy equipment has in the postwar period tended to change towards 
lower supply elasticities. When, for example, a favorable move of the 
terms of trade makes it possible for a number of underdeveloped countries 
to come out as buyers of capital goods to an increased extent, they are 
now likely to find a situation in the exporting countries of full employ- 
ment and high utilization of industrial capacity. As they often represent 
only an apparent marginal market to the industrial countries, and par- 
ticularly because they have been forced by the fluctuations of their export 
proceeds to be very irregular customers, they may not always receive the 
most favorable price conditions and delivery dates. This is another reason 
for an internal stabilization policy that can also stabilize their import 
demands for capital goods. But it also stresses the importance for them 
of bringing their custom to the entire market, for supply conditions will 
usually be different in different countries. One special reason for fheir 
weak bargaining power is often their dependence on credit which is sup- 
plied together with equipment. Whatever they can do to str ngthen their 
financial situation will make it easier for them to buy their development 
goods cheaper. 

The facts are not easily available but ray feeling is that — apart from 
their having to pay the price for being irregular customers with in- 
sufficient knowledge of tlie supply markets, too limited business contacts, 
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and need of credits — the monopolistic practices in the markets for most 
capital goods (and, in particular, engineering products) are much less 
effective than is usually thought in the underdeveloped countries. There 
is probably much more competition among the suppliers than they now 
are in the position to exploit properly. 

My feeling is, however, also that there are certain fields where the 
monopolistic practices are more effectively applied. One such field is prob- 
ably in shipping. Another one is in the sale of chemicals, a group of 
products usually left out of the category of development goods. And yet 
chemicals have an important part to play in all economic development 
even if they usually represent production expenses rather than invest- 
ment costs. 

Not least important are the pharmaceuticals. The prices charged for 
some of the drugs are prohibitive to the common people in underdevel- 
oped countries because of the cartelized organization of the world’s chem- 
ical industry. A greater supply of pharmaceuticals at cheaper prices would 
contribute greatly to increasing the welfare and the piodurtive efficiency 
of the population of backward areas. As we have no bright prospects in 
our general plans for international control of cartels, the World Health 
Organization might find it very rewarding to look a little closer into the 
special situation created by the monopolistic organization of the pharma- 
ceutical industry. 

The problem of the priority to be given to health work in lire general 
development plans was touched upon in the last diapter. In this con- 
nection I would like only to express the opinion that for the time being 
the effective way open to the underdeveloped countries of dealing witli 
monopolistic practices in the sale of pharmaceuticals would be to start up 
production of these goods themselves. In some important fields, at least, 
it should not be impossible for a number of underdeveloped countries, if 
they cooperated, to go much fu'-ther in producing the necessary pharma- 
ceuticals both effectively and e< onomically; to keep down the costs they 
would have to concentrate on a lew specialities, carefully selected from 
the point of view of their health needs, and go in for real mass production 
to serve the mass consumjition they need. It would be difficult to withhold 
the technical know-how from such enterprises for public welfare in the 
underprivileged countries; there does exist a world opinion, if it is not 
left sleeping. Some of the world's great scientists might be willing to make 
their services available. The investment costs would be high, but the in- 
vestments would have a great degree of security as the governments could 
plan and guarantee the demand. 

A beginning has actually been made— witii the active cooperation of 
the United Nations Technical Assistance— by the construction of factories 
for the production of DDT in Ceylon, India, and Pakistan and by the 
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projected creation of a peniciilin factory in India, designed to serve the 
Southeast Asian region. Several other projects in underdeveloped coun- 
tries are under way; but there is still a long way to go before underdevel- 
oped countries more generally acquire, for their defence, a reasonable 
control in this small but important industrial held. 

Competition and Cooperation 

Some general conclusions of our analysis so far, which has mainly been 
confined to the problems of export policy of underdeveloped countries, 
may be wprth emphasizing. 

Underdeveloped countries have too little bargaining power to hope 
ever to gain much by resorting to monopolistic practices. Their great 
hope of pushing ahead is in competition. If ever the world political 
climate again improves sufficiently for the issue of an international con- 
trol over industrial cartels to be fruitfully discussed, the underdeveloped 
countries should belong among its strongest proponents. 

At home they must exert themselves to loosen up rigidities and grad- 
ually build up a system of production that adjusts as rapidly and com- 
pletely as possible to the opportunities of the market. Abroad they have 
to attempt to break their way into new trading fields, including those of 
certain manufactured goods, by being able to sell at competkive prices. 
Their only way of gaining the upper hand over foreign monopolistic 
practices in their import markets is, first, to liquidate the important ele- 
ments of factual monopoly which are based on their traditionally very 
narrow business contacts and, second, to be prepared to substitute com- 
petitive home production for the import of foreign products when the 
foreign products are kept at excessively high prices. 

I have in the preceding sections touched upon the various possibilities 
that exist in the field of trade for the underdeveloped countries to join 
forces in order to reach these policy goals. Those possibilities should 
not be overestimated; everything is difficult for the underdeveloped 
countries, not least their mutual cooperation. But neither should they 
be underestimated. Since so little can be expected for the time being 
from more general international cooperation within the United Nations 
and elsewhere, it is even more important that, at least regionally, the 
underdeveloped countries avail themselves of the opportunities for in- 
creasing their strength by united action. 

For centuries these nations have been isolated most unnaturally from 
each other, and all their relations — political, cultural and economic — 
have usually been restricted to individual intercourse with the advanced 
nations or with one metropolitan power. This situation, which is re- 
flected in the way business is done, tends to prevail even after the colonial 
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bonds have been thrown off by the formerly dependent nations and 
after all of them have conceived the vision of economic development. 

This isolation is unnatural and frustrates their opportunities, like all 
the other rigidities which are the mark of their underdeveloped status. 
Most definitely they need to come closer to their own peers in the region 
and in the world at large, to integrate themselves more fully with other 
nations whose conditions most closely resemble their own and who have 
the same aspirations. From one point of view, the otherwise seeminglv 
pious resolutions in the organs of the United Nations may play an im- 
portant role in bringing together governments who share the same 
Interests and ambitions. 

They will need to cooperate in order to win countervailing power, as 
the poor classes had to do in the now highly integrated, advanced, and 
democratic countries. Individuals do occasionally, but nations, like social 
classes, almost never give up existing privileges, except under pressure. As 
I have repeatedly stressed, the underdeveloped couniiies can cooperate 
among themselves wdth a clear conscience, as the rise in their bargaining 
strength can only be in the inteiest of world democracy. If by keeping 
together they could strengthen their bargaining j)ower, this would, as a 
matter of fact, also make their cooperation with the advanced countries 
more possible and more fruitful. For. witliout any doubt, the greatest 
difficulty for that cooperation is the present inequality in economic 
strength which makes real partnership difficult or impossible. 

But so deep and traditional is the isolation of the underdeveloped 
countries from each other and so many other impediments stand in the 
way — including the internal social and economic disparities within each 
one of these countries — that for a long time to come their concerted 
efforts will be weak or entirely futile. In the commercial field they will 
mostly operate entirely alone, on a national basis. 

COMMERCIAL POLICIES AND ECONOMIC 
DEVELOPMENT 

Main Criteria for Import Policy 

Most underdeveloped countii.^ have abnonnally high foreign trade 
ratios though, as I observed, this is more a conseciuence of low produc- 
tivity and low national incomes than of a really high level of foreign 
trade. Their economic development goal is to raise the levels of produc- 
tivity and national incomes, not necessarily the level of foreign trade. 

Nurkse puts the argument for a higher degree of self-sufficiency in the 
following terms: 
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To push exports of primary commodities in the face of an inelastic and more 
or less stationary demand would not be a promising line of long-run develop- 
ment. If it is plausible to assume a generally less than unitary price elasticity of 
demand for crude foodstuffs and materials, it seems reasonable also to conclude 
that, under the conditions indicated, economic growth in under-developed 
countries must largely take the form of increased production for domestic 
markets. . . . Under these conditions, if there is to be any development at all, it 
must concentrate at least initially on production for local requirements; and so 
long as this development increases the level of productivity and hence of real 
purchasing power, it will tend in the long run to help rather than hinder the 
growth of international trade 

We have seen that, in addition, the underdeveloped countries have to 
put up with a great instability of export prices that tends to put their 
economies under a constant strain. This must also diminish their interest 
in increasing their exports and strengthen their desire for greater self- 
sufficiency. The same thoughts are basic to the important studies of 
Prebisch and his collaborators in the Secretariat of the Economic Com- 
mission lor Latin America. 

On the other hand these countries are all in dire need of importing 
capital goods on a large scale for their economic development; in the 
main, these imports must be paid for by their exports. Neither is this 
point missed by Nurkse and Prcbiscli. ^ 

The two propositions are not ineconcilable, though practical policy 
is always in the nature of a compiornisc, even when it is rational. The 
general terms of the compromise are the lollowing: 

1 . The important aim is, as 1 have shown, not so much the negative 
one of reducing nonprofi table exports but the positive one of seeking 
out new lines of exports of dynamic commodities with high income and 
demand elasticities and rising demand trends. Exports will thereby be 
spread over a wider range of goods, thus spreading risks, strengthening 
the country’s bargaining powTr, and making the whole economy less 
ligid and more easily able to shift resources according to the exogenous 
economic changes. The unsiabilizing effects of the price fluctuations 
should, furthermore, be met by monetary and fiscal methods. Few under- 
developed countries will be in a strong enough financial position to afford 
making a shrinkage of the less advantageous exports a first aim of policy; 
but such results will follow as an effect of competition if the positive 
export-promotion policies in regard to the more useful export goods are 
successful. Meanwhile, the total export volume will be kept up in order 
to procure the maximum imports of capital goods for development. 

2 . The development of domestic industry should be pushed in order 
to substitute domestic for import goods and eventually to furnish new 
exports; both effects will again provide increased resources for imports 
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of capital goods. More generally the increase of industry represents an 
important element of national economic development towards higher 
levels of productivity and income. 

So far, I have discussed only the first point, which concerns mainly the 
export policy. I now turn to the second point, the import policy. I assume, 
on the basis of my previous argument, that exports are held at a high 
level. 

Nevertheless, in order to push its development, an underdeveloped 
country will normally be bound to restrict imports of consump** Ion goods 
in order to devote as much as possible of its available foreign exchange 
to buying capital goods. To maintain and eventually to raise the standard 
of living among the people, the import of some consumption goods will 
have to take precedence over the import of others and, in particular, the 
import of luxury goods will have to be restricted. More generally, how- 
ever, it will seek to produce at home and substitute for import^s every- 
thing it can produce at costs that are not too much higher than the prices 
of corresponding import goods. 

These arc in the very broadest terms the main criteria for the import 
policy of most underdeveloped countries that want to speed up their 
economic development — and, incidentally, to a large extent also of devel- 
oped countries bent upon developing still further and doing it more 
quickly than the capital resources available at liome and from abroad 
would permit. To suggest that an underdeveloped country should abstain 
from establishing priorities in the budgeting of scarce resources of foreign 
exchange would be tantamount to denying it the use of one of the most 
important means of planning for national development. 

1 wish to stress that I am assuming a policy of economic expansion. 
Capital goods are preferred to consumption goods in the imports, not 
because they are better in any intrinsic sense, but because they are more 
urgently needed for the econo'Miic development the country is bent on 
accomplishing. 

My argument for protection does not, therefore, apply to the score 
or more of underdeveloped countries whose governments for the time 
being seem to be satisfied with the existing relative stagnation or, any 
how, have not yet got down seriously to the task of starting on theii 
economic development. They usi^dly have plenty of import restrictions 
which, however, cannot be justihed by the reasons accounted for below. 
Some of them succeed in preserving monetary equilibrium. This is, how- 
ever, an easier task; some do not, in spite of the relative absence of the 
pressure of economic development. Neither does my argument apply to 
some of the oil-producing underdeveloped countries which are now get- 
ting, as their share in the oil profits, almost more foreign exchange than 
they can make good use of. 
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Some of the arguments have a lesser bearing for a country like India 
which is exceptional in that its foreign trade ratio is low. 

Creating the Domestic Capital for Development 

A policy of economic development — as compared with an earlier stage 
of economic stagnation — creates a whole series of new and additional 
demands on the foreign exchange resources. The need for the imported 
capital goods is only one of them. By far the larger part of the total costs 
for the new real capital to be created is, however, expenditure in pay- 
ment of domestic labor and various materials and manufactures provided 
at home; later, when the capital is incorporated in the national economy, 
usually a still larger part or often practically the whole of the operating 
costs are payments to domestic factors of production. Indeed, the justifi- 
cation for economic development is from one point of view precisely that 
it draws surplus or uneconomically employed labor and other resources 
into productive employment. This cannot be done without creating at 
die same time new incomes and causing old incomes to rise, with the 
consequence that consumption demands will also rise. Part of the increase 
in demand falls upon imported consumption goods. 

Under these circumstances it should, perhaps, first be said that there must 
be something wrong with an underdeveloped country that does ijot have 
foreign exchange difficulties. But it must also be stressed that the problem 
cannot be solved simply by protective methods, applied with the purpose 
of holding down imports other than those necessary' for feeding the 
development process. The most important contribution of Nurkse in his 
recent book on economic development and capital formation is his lucid 
and convincing demonstration that the problem of creating the necessary 
domestic savings for economic development is not solved by preventing 
foreign imports from coming into the country.®^ It can only be solved 
by creating a large enough difference between domestic production and 
consumption. 

If the difference — savings — is not created, or if it is not large enough 
to support the investments, pushing ahead with economic development 
will give rise to internal inflation. By itself, the raising of protective 
barriers and. more fundamentally, the very need to raise them, as there 
is not enough foreign exchange to pay for the increased demands for 
imports, accelerates rather than hampers the internal inflationary process. 

A certain mild inflationary climate may be conducive to greater eco- 
nomic efficiency — by loosening up all sorts of rigidities, speeding up 
various processes, raising the effective utilization of plants and labor, etc.; 
by its effect on income distribution inflation also creates some forced 
savings.^® But if the inflationary movement is permitted to gather speed, 
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if it becomes cumulative and enters into expectations, it tends instead to 
lower the level of voluntary savings so much that the rate of total increase 
in savings declines and may become negative. At the same time inflation 
falsifies and distorts all the economic norms in the community, including 
those determining the direction of investments. It then also becomes 
extremely difficult to stop without causing a crisis. 

Moreover, as Professor V. K, R. V. Rao has shown, “the existence 
of disguised unemployment, household enterprise, production for self- 
consumption, dominance of agriculture, and deficiency of capital equip- 
ment and of technical knowledge — all characteristics of an under-devel- 
oped economy — create conditions analogous to those of full employ- 
ment. . . The point where inflation becomes cumulative is much 
nearer. “The case for investment supported by deficit-financing for the 
purpose of inducing a given increase in output is . . . much weaker in 
an under-developed economy as compared to that in a developed 
economy.”®* 

There are two ways of creating the necessary equilibrium between 
investments and savings — other than by watering down the investments — 
and they have to be applied simultaneously: one is to increase as much 
and as rapidly as possible national production, particularly along lines 
that provide an increased supply of consumption goods to meet the in- 
creased demand;®® the other is to apply pressure on private incomes and 
demand in order to increase savings. 

I have already noted, in the previous chapter, the necessity for a vigor- 
ous campaign to raise productivity in agriculture and achieve thereby, 
not only higher food standards among the agricultural population to 
meet the rise of per capita demand, following the effects on incomes in 
agriculture of the exodus of labor and the repercussions there of the 
higher earnings of those who leave; but also a substantial increase in 
food supply to the industrial population, which is growing and receiving 
gradually rising wages. A one-sided industrialization policy that neglects 
to provide for a simultaneous — or, if possible, earlier — development of 
agriculture is almost doomed to fnistration by inflation. 

For the same reason an underdeveloped country — which is assumed 
to be unwilling to place its consumeis under the very harsh discipline of 
the Soviet system for economic development — will direct a major part 
of its investments to building up manufacturing industries for producing 
consumers' goods and will strive to get these new or enlarged industries 
to deliver the additional consumption goods to the domestic market as 
rapidly as possible. 

This undoubtedly often implies a compromise with the long-term 
development interest. What such a country particularly needs in order 
to make headway in economic development are investments that take 
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a long time to mature in the form of an increased supply of consumption 
goods: all sorts of overhead capital, like transport facilities, power plants, 
and other means of raising the level of external economies and often 
some heavy industries. The investment plans have, therefore, to be most 
carefully weighed. In a sense, investments in rapidly maturing consump- 
tion indu.strics are much less of an exertion; they can be raised to much 
larger volumes without intruding more on the savings balance than a 
much smaller volume of the other type of investments. 

At the same time as efforts are made to increase production of con- 
sumption goods, monetary and fiscal means will have to be applied in 
order to hold down private incomes and to increase savings. The larger 
the relative share of investments that do not immediately increase the 
supply of consumption goods, the harder have the income- and demand- 
repressing policies to be fashioned. 

A Precarious Balancing 

Very much depends on the sequence of events. If there is a reasonable 
initial balance between total supply and demand, the government may 
take the risk of allowing investments to run ahead of savings and cause a 
certain amount of inflation to create the necessary short-term equilibrium 
between demand and supply — provided that it has things firmly in hand 
and can prevent the process from becoming cumulative. However, this 
in its turn assumes, first, that it pursues energetic policies to raise pro- 
ductivity in agriculture and that conditions there are such that a rapid 
rise in the supply of agricultural products can be expected; and, second, 
that its industrial development plans are so fashioned that they will 
result within a short space of time in rising supplies of manufactured con- 
sumer goods for the domestic market. 

Generally speaking, the fact that playing with inflation is an invitation 
to a Wicksellian cumulative process stresses the. crucial importance of the 
time factor. The whole operation is, indeed, an extremely delicate adven- 
ture and particularly difficult in an underdeveloped country where supply 
elasticities are low. It implies the simultaneous application of, on the one 
hand, strong expansionist measures in the form of investment — and every 
underdeveloped country bent on development will want to expand in this 
way as far and as fast as it dares — and of, on the other hand, balancing 
repressive measures of keeping down incomes and demands, in the form 
of taxation and other means. 

The first part of the development prescription would not seem to meet 
great difficulties per se. To spend money is always easy. If, however, the 
government wants to make a large expansion in investments without 
raising impossible demands on the effectiveness of the repressive meas- 
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ures, referred to in the second part of the prescription, the investments 
will have to be most carefully selected with a view to obtaining quick 
results in increased domestic supplies, though with due regard to the 
no less vital, long-term need to increase overhead capital and improve 
external economies. This is, indeed, a tall order; it needs intensive expert 
planning of the highest caliber. 

It is, however, the second part of the prescription that in a poor country 
with low levels of consumption raises the most serious difficulties, the 
more so as again the lack of political stability and administrative efficiency 
is in most cases a bottleneck. The low degree of supply elasticities in the 
economy of underdeveloped countries decreases the limits for productive 
deficit spending and increases the necessity of measures to keep down 
income and consumption to match the investments. “The old-fashioned 
prescription of ‘work harder and save more* still seems to hold good as 
the medicine for economic progress, at any rate as far as the under-devel- 
oped countries are concerned” — I am again citing Rao.®® 

It is, indeed, appropriate that we show some indulgence towards the 
many governments of underdeveloped countries that succumb under the 
pressure and permit inflation. If this accomplishes the forced savings 
that are necessary to close the gap — and this may be possible, at least for 
a time, though at the cost of serious social damage and a distortion of 
the economy, including the kind of investments undertaken — it can be 
argued that, under the circumstances, this was the only means of pre- 
venting a dangerous slowing down of the economic development process. 
But the point is very soon reached — earlier in underdeveloped countries 
than in industrially advanced ones — ^where this type of development 
policy is self-defeating, and many examples could be cited. 

The Foreign Exchange Front 

Taking these risks is more prudent if the crucial foreign exchange 
position is so strong that it can last while things work themselves out in 
agriculture and the new consumers’ goods industries. It is in this con- 
nection that foreign capital influx increases the “international space for 
national expansion.” An improvement of the terms of trade, if it should 
occur, has the same effect. 

By themselves, however, neitiier of these fortunate events— ^ven to the 
extent that they really happen — can substitute for domestic capital 
formation in an underdeveloped country. “Domestic action is essential 
for the effective use of external contributions as well as for the tapping 
of potential domestic sources. There is n6 solution of the problem without 
steady and strenuous efforts on the domestic front. In a sense, therefore, 
it all boils down to this: capital is made at home.”®^ 
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What an easing of the foreign exchange balance does, is to increase the 
international space within which the government of an underdeveloped 
country can operate without being compelled radically to raise import 
barriers or to accept devaluation. Both new barriers against imports and 
devaluation are apt to increase internal inflationary pressure; devaluation 
might in addition tend to worsen the terms of trade and thus shrink the 
international space available. An inflow of foreign capital can mitigate 
internal inflation by making it less necessary to restrict consumption. 

The dangers on the foreign exchange front provide a reason for direct- 
ing investments in industry towards the production of commodities that 
are substitutes for imports, and are also an extra inducement for planning 
the investments so as to give quick results in increased supplies. From 
the exchange point of view an underdeveloped country has an interest in 
pushing exports and even directing a considerable part of the new invest- 
ments into export production, particularly if this will give quick results 
in earning more foreign exchange. In any well-balanced development 
plan the expansion of export production along lines where new supply 
is likely to meet high income and demand elasticities and rising demand 
trends must be given its place alongside the building up of import-com- 
peting industries by protection. This interest is so important that, even 
with a large surplus of labor, an underdeveloped country might rightly 
assign considerable priority to capital-intensive industries for export — 
such as mining and mineral refining — at the same time as it generally seeks 
to develop industries that are more labor-intensive. 

Underdeveloped countries that have an import of foodstuffs, which 
they can decrease, or an export which they can increase, have also, of 
course, in the development of higher productivity in agriculture, an op- 
portunity to increase the international space for their industrial develop- 
ment. Again, this time from the foreign exchange angle, agriculture 
stands out as having a strategic role in economic development. 

From the point of view of foreign exchange — as well as from that of 
internal inflation — investments in overhead capital and external econ- 
omies represent a sacrifice that has to be taken in the long-term develop- 
ment interest. With that exception, therefore, an underdeveloped coun- 
try that is‘ not applying the Soviet system will not generally be interested 
in attempting at an early stage to produce complicated machinery or 
other products that require initially the large-scale establishment of an 
integrated structure of many branches of industry. Foreign exchange 
considerations are bound to give primary importance to reaching as 
directly as possible an increased supply of export- and import-competing 
commodities; the interest in preventing internal inflation motivates 
primarily investments in agriculture and consumer goods industries. 

There are, however, borderline cases of capital goods industries that 
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can materially aid in building up industries to provide, or save, foreign 
exchange and that are needed to raise productivity in agriculture or con- 
sumer goods industries. If development within an underdeveloped coun- 
try thus creates a sizeable and calculable demand for special kinds of 
machinery — say, pumps for irrigation schemes — that in the normal course 
of events would imply a considerable increase in import needs, and if 
their production can be undertaken without a wide and complicated 
industrial basis, such a country might very well have good reasons to 
embark upon producing these engines, if necessary behind a protective 
wall of import restrictions. The same is generally true of the production 
of agricultural tools. 

Then there is the big field of industrial raw materials, such as coal, 
cement, and pulp. Industrial development will rapidly increase the 
domestic demand for these commodities, several of which have high 
freight costs when imported. If natural resources permit, an obvious 
element of the industrial development plan will be to begin producing 
them for the domestic market and the calculated future market, in spite 
of the fact that they are relatively capital-intensive. 


Special Reasons for Proiection in Underdeveloped Countries 

My argument so far has led to the conclusion that import restrictions in 
underdeveloped countries are primarily necessitated by the effects on the 
foreign exchange balance of the increased demand for imported goods. 
ThiSj in turn, is the direct or indirect result of the increased investments 
implied m an economic development policy. The pressure to apply im- 
port restrictions can be minimized by directing as far as possible the 
development process towaids increasing exports and substituting for 
imports and, in the fortunate case, by capital inflow or improved terms 
of trade. I believe that this way of looking at the problem is realistic and 
gets down to the fundamentals. 

Quite apart from any interest in protection ot domestic production, 
even a rationally conceived and executed development policy will need 
to apply import restrictions — complemented by strong monetary md 
fiscal measures to minimize a rise in domestic incomes and consumption, 
but intent upon exploiting to the limit the existing possibilities of eco- 
nomic development. Some rise i»i incomes and consumption demands is 
inescapable and some is needed — for instance, in order to induce workers 
to move to the growing centers of employment. And the rise in imports of 
capital goods is by itself an additional and desired demand on the ex- 
change reserves. It is clear a fortiori that a less firm hand on the monetary 
and fiscal levers will lead to import restrictions, but that is not the real 
point. 
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The general character of these import restrictions — and I include under 
this term customs duties as well as exchange and other cjuantitative 
restrictions — is also determined by definite exchange considerations. They 
will have to give free entrance to imports of capital goods but clamp 
down on imports of consumption goods and, in particular, of luxury 
goods. None of this implies protectionist motives. If the advanced coun- 
tries want to relieve the underdeveloped countries of this necessity of 
applying import restrictions — without, ol course, putting a brake on their 
economic development — it can be done. The means of doing it are also 
clear: lifting any barriers they have erected against imports from under- 
developed countries and inducing a capital flow to those countries. 

In addition, hoxoever, to this immediate reason for applying import 
restrictions, in order to presewe the foreign exchange balance, the under' 
developed countries have (juite a number of other sound reasons, based 
on their peculiar situation, for using these restrictions for protectix/e 
purposes. Without going into details I shall briefly discuss whai these 
special and additional protective interests of underdeveloped countries 
are. 

I have already stressed that one of the difficulties of industrial develop- 
ment in underdeveloped countries, and one of the great hindrances to 
giving real momentum to a development policy, is that internal demand 
must be built up simultaneously with supply. T'hc unlikei.ihood or, 
anyhow, the exasperating slowness of any self- engendered process of 
'‘natural growth’' offers a main explanation why sustained stagnation 
becomes a sort of natural etjuilibrium and why policy interventions are 
called for. Indeed, the entire idea of a policy of economic development 
is to break away from this low-level equilibrium. 

Now, import restrictions afford a means of by-passing altogether this 
process of “natural growth" and creating at once the necessary demand 
for a particular domestic industry. 1 hey create a sizeable internal demand 
for a specific commodity, without the necessity of waiting for the slow 
and difficult growth of the entire economy. This particular means of 
creating the demand basis for a new industry has the further advantage 
that it is relatively simple to operate and can be adjusted from time to 
time to the actual expansion of domestic production. 

On this point it should be noted, however, that the export market 
affords a similarly available outlet for increased production which 
neither assumes waiting for the “natural growth" of the entire domestic 
economy, nor necessitates the creation of demand by import restrictions. 
And also from the foreign exchange angle it does the job equally well. 

The second special reason for protection is the important fact that an 
underdeveloped country is characterized by the absence of an industrial 
basis which implies a great difficulty in economic development. For this 
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very reason, however, the external economics to be gained from an in- 
dividual investment — the advantage accruing to other and mostly future 
industrial enterprises — is relatively large. This advantage, which does not 
appear in the business calculation for the investment, is also a rational 
motive for subsidizing industries, including the export as well as the 
import-competing industries. The national calculus should be a dynamic 
one, taking into account not only the new external economies in the 
narrow sense but also the improvement of the productivity of labor 
(effected by higher consumption levels and by the greater number of 
workers receiving training in mechanical work) and, indeed, rhe regional 
change of the entire climate for enterprise which may follow the start of a 
new industry. 

Third, an underdeveloped country nearly always has a large and perma- 
nent labor surplus, which makes it economically advantageous to draw 
labor into production, even when in terms of international market prices 
the products can be bought cheaper abroad. From a natioriat point of 
view the differences between what the workers actually produce — meas- 
ured in terms of the prices of the excluded imports — and the decreak in 
total production caused by their withdiawal iroin their previous unem- 
ployed or underemployed status (which might be zero or even negative) 
is a clear gain, though part of the gain will be a higher level of con- 
sumption of the workers drawn into employment. 

The existence of surplus labor in the export industries as well as in the 
import-competing industries will motivate an extension ot investment and 
production beyond the limit where wage costs arc luily met by the export 
proceeds. 'Fhis becomes important in seeking to develop new export lines 
in directions where demand elasticities arc high and the demand trend 
rising. 

Fourth, the structure of internal costs and prices in an undei developed 
country tends to be lopsided as between industry and agriculture in a 
way that hampcis industrialization, if industry is not protected and en- 
couraged by fully compensating import restrictions and export subsidies 
or by a system of multiple exchange rates having that effect. Though 
there is a lack oi comprehensive and detailed statistics on wages and 
remunerations, the generalization holds true that a very wide gap between 
real earnings in industry and agriculture is a distinctive mark of an under- 
developed country. S.uch a gap existed in all advanced countries in much 
later stages of development and served as a force in causing labor to move 
from rural to urban districts and from agricultural to industrial pursuits; 
as a matter of fact, the disappearance of this gap has only occurred in a 
few countries as they have gradually reached a very high level of develop- 
ment and a very low proportion of the labor force engaged in agriculture. 
In underdeveloped countries this gap tends to be exceedingly wide. 
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A basic factor underlying this phenomenon is, of course, the existence 
in all underdeveloped countries of surplus labor in agriculture. This does 
not explain, however, why real wages in industry tend to be so much 
higher. Systematic empirical labor market studies are lacking and the 
following remarks are conjectural. There are probably a large number of 
elements of inertia in underdeveloped countries hampering the readiness 
to move from agriculture to industry and thus preserving an artificial 
difference between the level of effective labor supply in agriculture and 
industry. Not only skilled but also unskilled labor with that minimum of 
sophistication that render workers useful at all in industry remains rela- 
tively scarce. Industrial workers have also an opportunity which is almost 
totally lacking in subsistence farming to organize and join in concerted 
action in order to defend and improve their earnings. Moreover, labor 
legislature and social security policies become naturally focused on the 
welfare of the industrial workers. 

But quite apart from its explanation, this gap in real wages and, con- 
sequently, labor costs between industry and agriculture, affords a rational 
reason for industiial protection. The Secretariat of the United Nations 
Economic Commission for Europe has in several of its publications 
touched upon the problem and has in one of them stated it as follows: 

The case for industrial protection in the relatively retarded countries of 
Southern Europe goes beyond the traditional “infant industry'’ ar^ment. It 
has rather to do with the fundamental lack of balance between industry and 
agriculture in those countries. The existence of vast surpluses of manpower in 
agriculture creates a situation where money costs of production in industry are 
higher in relation to agricultural money costs than is warranted by comparative 
real costs in the two branches of the economy. Under such conditions, the ex- 
change rate at which the foreign account tends to be in balance would be one 
at. which industrial costs tend to be systematically noncompetitive with foreign 
costs, and vice versa for agriculture.®- 

Both the two last mentioned special reasons for protection refer to the 
allocation of labor. In both cases the argument ically is that the social 
costs lor labor are lower than the money wages. This does not apply to 
capital, however. In an underdeveloped country the exact opposite is 
true, most of the time. Nationally, therefore, substitution of capital for 
labor should not be driven to tne point indicated by the money wages or 
— which amounts to the same thing — in calculations interest should be 
charged at a rate Itigher than in the market. Otherwise investments in in- 
dustry would be excessive and wasteful in a social sense because they 
produce a smaller return on capital than is possible elsewhere. This im- 
portant point can also be taken care of by a systematic effort to subsidize 
rapid and simultaneous improvements in agriculture. 

This all adds up to the conclusion that “the maximizing of private 
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profit provides poor guidance for investment particularly in less-devel- 
oped countries.''®^ It does not imply, however, that the price mechanism 
could not be used for reaching the adjustments, but that the mechanism 
has first to be conditioned by deliberate policy interferences. 

The explanation why various lines of investment and production are 
not taken up in an underdeveloped country is, of course, that they are not 
profitable. The reason wjiy labor is unemployed or underemployed is that 
it cannot compete on the market. In fact, the essence of the situation 
of an underdeveloped and stagnating economy is that the market forces 
do not themselves engender dcvcloj)ment. Therefore, interferences in the 
price system are called foi in order to make investment and production 
along selected lines profitable. If successful, those interferences will release 
a cumulative process with a momentum to continued development. 

In theory, these incentives applied in order to start and sustain the 
development process can be given many forms; they can, for instance, ht 
direct subsidies out of the state treasury. From many points of view direct 
subsidies represent the cleanest solution; no advanced country, however, 
has ever followed this prescription in regard to the major part of its 
interferences in the price mechanism. An underdeveloped country would 
have moic initial inhibitions against doing it because of its greater diffi- 
culties in raising taxes to pay for the subsidies. Even more important, how- 
ever, is the fact that, as I have shown above, an underdeveloped country 
bent upon development will, in order to preserve its foreign exchange 
balance — and quite apart from any motives of industrial protection — be 
compelled to take measures to restrict imports and push exports. These 
measures, which actually all must imply protection and subsidy, are 
already within the system for exchange reasons; as motivated by these 
reasons they are regularly big enough to take care also of the protective 
interests. 


APPLYING THE TRADE CONTROLS 
Increased Self-sufficiency 

The four special reasons for industilal protection in underdeveloped 
countries- the difficulties of fi. ulng demand to match new supply, the 
existence of surplus labor, the large rewards of individual investments in 
creating external economies, and the lopsided internal price structure dis- 
favoring industr>— amount only to a spelling out in more specific terms 
of the characterization I gave in the introduction to this chapter of their 
economics as grossly unbalanced. 

In spite ol the high priority that I am assuming will be given to 
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export production, it is natural that in all underdeveloped countries in- 
dustrialization should take the path of attempting to reach increased self- 
sufficiency in an increasing number of production lines. This natural 
tendency becomes strengthened as a consequence of the fact that— for 
not very rational reasons— export subsidies are apt to meet more dislike 
abroad than import restrictions. Even if the total exports should be kept 
up and increased, the foreign trade ratio will fall while the total national 
product will rise. To a large extent this will, indeed, be a mark of their 
success. 

This drive for self-sufficiency in underdeveloped countries should be 
judged from this broader point of view. It is basically only an approach 
to a more balanced situation in their international trade and internal 
economies and should to that extent not hurt the feelings even of the 
ardent free-trader if he has thought through the dynamics of the theory 
of comparative costs. As an objective for economic policy in underdevel- 
oped countries, self-sufficiency has, indeed, a long way to go before it 
can rightly be put in the same category as the autarkic tendencies that 
have dominated for many decades the commercial policies of the in- 
dustrially advanced countries — paiticularly the bigger ones — that I 
analyzed in Chapter IV. 

It should not be concealed that balancing the interv^entions in trade is 
a difficult problem but, if my analysis above is correct, it is a problem that 
cannot be evaded except by relinquishing the ambition foi economic 
development. Interferences there have to be for exchange reasons alone; 
it is merely a question of where and how to apply them. They can most 
certainly be applied well or badly from the point of view of long-run 
development, as well as from tlie point of view of the immediate welfare 
interests of the population. Capital is exceedingly scarce in under- 
developed countries and it has to be carefully considered where the in- 
vestmeiits should be made. In the cases, or to the extent, import lestrit- 
tions are imposed without having a protective purpose but in order to 
save foreign exchange by curtailing consumption, they have to be imple- 
mented by, and coordinated with, internal taxes and controls of domestic 
production and consumption. 

These problems of economic planning and of policy implementation are 
partly additional to the difficulties mentioned above of preserving internal 
and external monetary balance in spite of a vigorous development policy. 
A most delicate system of considerations is assumed: what particular in- 
dustries should be protected and to what extent; how to prevent demand 
from spilling over from the foreign goods that are kept out to alternative 
domestic products — for example, luxury products; and, more generally, 
how to prevent the diversion of resources from the lines they should 
follow according to the development plan. The element of surplus labor, 
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which is a valid reason for subsidy, has to be looked into Carefully; there 
may be alternative uses where the relative productivity is different. Like- 
wise, the effects on external economies must be carefully estimated and 
compared. 

It is, indeed, quite possible for a not very stable and efficient govern- 
ment and administration to mismanage its foreign trade policy, as it may 
other economic policies^ and many warning examples could be cited. 
But the point often missed in the literature on these dangers, which 
usually ends up by piously warning the underdeveloped countries against 
interfering in foreign trade, is that this warning cannot possibly be 
heeded — the interferences are there, and are a necessary result of embark- 
ing upon a development policy. I’he real and practical problem is only 
how they should most effectively be planned and most wisely carried out. 

Tariffs and Quantitativf: Resituctions 

From a purely technical point of view, import restrictions of one type 
or another seem to offer a simple way of creating the demand basis folr a 
new industry. The consequent increase in the internal price of the 
products provides the necessary subsidy in an uncomplicated way which 
involves neither direct taxation nor the actual disbursement of funds. 
Such rcsD'ictions require a minimum of direct interfcrenc(‘ with the 
price mechanism and this is, of course, the exjilanation of tlieir great 
popularity as a means of economic planning in all countries at all rimes. 
It should be a particularly important advantage in an underdeveloped 
country, as one of its many weaknesses is in the field of administration. 

The suggestion has sometimes been made of achieving, at least in part, 
the broad policy goals of import savings and industrial protection by 
introducing a flat-rate ad valorem duty, applied uniformly to all manu- 
iactured products that could reasonably be expected to be produced in 
the country the purpose co .Id equally well be served by a higher 
exchange rate to be applied wnen paying import of indu.strial goods. 
This would throw to the maximum extent the responsibility for the 
adjustments of the economy onto the price mechanism, and it would 
tend to preserve in an automatic hishion the country’s share in the 
general interest of internaiionai specialization of production. 

Such a policy w^ould quite p.*’ ' . ularly fit the fourth special reason for 
protection — the lopsided cost and price structure in underdeveloped 
countries as between industry and agriculture— but would in a general 
way accommodate the others too. It would also ease the exchange situation 
by applying an indirect tax on a large number of import goods; it would 
not worsen its terms of trade as a devaluation often would. Its purpose 
would be to offset to some extent the general handicap of underdevelop- 
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ment and provide a general momentum to industrialization, while re- 
moving the responsibility for discriminating between different industries 
from the government. 

It could, of course, be supplemented by special levies on luxury im- 
ports — and corresponding internal taxes on home produce — not only in 
Older to carry out a desired redistribution of real incomes and dis- 
criminate against certain consumption, but also in order to make the 
system sufficiently effective in bringing down imports. 

If import restrictions are necessary and protection desirable, this would 
perhaps be the sophisticated free-trader’s dream of how to accomplish it. 
The most effective and least expensive way of doing it would probably 
be by a system of multiple exchange rates. 

I do not believe, however, that any underdeveloped country would be 
prepared to confine its entire import policy to such a simple device. 
Even considering only the long-term interests — and forgetting for the 
moment the variety of short-term interferences necessitated by its widely 
fluctuating export proceeds — no underdeveloped country would leave 
so much of its development policy to the free play of market forces; and 
we should note that no developed country has ever done it. An under- 
developed country must be the less willing to do it, as one of the common 
weaknesses of these countries is the absence of an enterprising business 
class that can be expected to behave as economic theory assumes. The 
government of such a country will feel that they must themselves judge 
how the development process shall be directed and make all the major 
decisions and take the initiatives. They are usually well aware of the 
shortcomings of their administrations, but consider their business groups 
even weaker. 

This being admitted, I am nevertheless of the opinion that under- 
developed countries have reasons to consider carefully whether they 
should not have a simple, flat-rate discrimination in favor of manufac- 
tured products as a basis for their commercial policies. 

The next best choice from a free-trader’s point of view would be 
regular tariffs, fixed at different levels but embodied in semipermanent 
legislation. They would seem superior to quantitative controls of various 
types, which can be changed by administrative ruling and are subject 
to constant pressures from interested parties at home and abroad. 

The greater stability of tariffs would also normally increase the stimu- 
lating effects on the entrepreneur who contemplated entering a pro- 
tected industry. This would have special importance with respect to 
foreign enterprises, if the country wishes to stimulate direct foreign in- 
vestment behind its protective walls. For that matter, even the compet- 
ing foreign exporter, however much he dislikes protection, would nor- 
mally prefer the stability that tariffs provide to the uncertainty of quanti- 
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tativc restrictions. Moreover, quantitative controls have the defect that, 
if the import licenses are not auctioned on a free market, they create 
unearned windfall profits for importers — or for those who in the first 
place acquire import licenses — whereas by tariffs these profits would be 
expropriated at the source. This must be considered a big advantage in 
favor of tariffs, particularly in underdeveloped countries, where taxation 
of profits is always an uncertain process. 

These are very solid reasons for attempting to carry out the import 
restrictions by means of tariffs; a system of multiple exchange rates, if it 
were given the same stability, would have similar advantages. If the 
international trade were more stable, these reasons would count even 
more. However, with the very wide fluctuations of export earnings to 
which underdeveloped countries are prey, and given the added dynamic 
influences of the development process itself, the effects of which on the 
exchange balance will not always be smooth, it must be assumed that 
to a considerable extent the underdeveloped countries will have to rely 
upon direct trade and payments controls as quite regular means of com- 
mercial policy. 

Managing such quantitative controls, the rules for which easily grow 
into a complex tangle without really diminishing the intrinsic aibitrari- 
ness of the entire operation, has not been such a success in advanced 
countries; it has everywhere to some extent, and sometimes to a great 
extent, destroyed business morale. In many underdeveloped countries, 
particularly where a fiimly coordinated economic policy has not been 
laid down as a general basis and where the administration has been 
inapt and partly corrupt, the damaging effects have been serious 

The system tends easily to create cancerous tumors of partiahty and 
corruption in the very center of the administration, where the sickness is 
continuously nurtured oy the favors distributed and the grafts realized 
and from which it tends to spread out to every limb of society. Indus- 
trialists and businessmen are tempted to go in for shady deals instead of 
steady, regular business. Individuals who might have perlormed useful 
tasks in the economic development of their country become idle 
hangers-on, w^atching for loopholes in the decrees and dishonesty in 
their implementation. This is all the more dangerous as a geneial weak 
ness in underdeveloped countries, inherited from a long history of stag- 
nation, is that their business c-'^^^es are too much inclined to look for 
easy profits in place of sustained enterprise. 

I believe that this is a very important problem in the underdeveloped 
countries. It can easily influence the economic, social, and political climate 
and destroy die psycliological foundation for development planning and 
its efficient and economic execution. It gives a quite unnecessary advantage 
to the competing Soviet system of economic development, which at least 
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stamps out petty graft and corruption. The advanced countries — ^which 
often have not cleaned out their own houses — do the underdeveloped 
countries a disservice by not reacting more strongly against some of their 
business firms' connivance with these weaknesses. 

Though I have come to the conclusion that underdeveloped countries 
will be compelled to rely upon quantitative contiols as a regular means 
of restricting imports, I am bound nevertheless to recognize the serious 
difficulties they create for economic development. I therefore draw the 
further conclusion that, even at the sacrifice of a degree of much-needed 
flexibility, irnpoit restrictions should be carried out to the greatest 
possible extent by the regular means of tariffs or multiple exchange 
rates, which are easier than ad hoc administra tive rules to protect from 
the worst type of mismanagement. The more successful a government is 
in maintaining and enforcing monetary stability, the larger the part that 
can be played by tariffs or a stable system of exchange rates. 

For the rest, serious study and relentless efforts should be devoted to 
simplifying and rationalizing the direct controls and to getting them 
administered with scrupulous honesty. As part of the national economic 
planning, a budget for the disposal of foreign exchange- should be worked 
out, and the handling of this budget should be as important a matter as 
the handling of the fiscal budget. The entire matter should be dealt with 
as a most crucial object of statesmanship — indeed, as a matter of political 
survival. 

Often a foreign partner is involved in the “grey deals"; therefore much 
could be accomplished by international cooperation. This is, indeed, one 
field where the advanced countries, by participating in such cooperation 
and by demonstrating firmness even in regard to events that only just 
touch the limits of their own jurisdiction, could irnder the under- 
developed countries an important .service at rro real sacrifice. 

Bilateralism 

A note incidental to the main line of the argument should be added, 
concerning the distinct possibility of a certain trend towards bilateralism 
in underdeveloped countries’ trade relations with the industrially ad- 
vanced countries. 

Owing to the acute necessity of making the most discriminatory use 
of its foreign exchange, an underdeveloped country is bound to seize 
eagerly every available opportunity of receiving more foreign credits. 
One possibility occurs in connection with buying equipment from abroad. 

American business has conquered markets in Latin America and else- 
where partly because of its greater ability to grant credits in connection 
with its exports; practically all United States government credits are tied 
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to exports. In Chapter VIII it was pointed out that Japan and Western 
Germany in particular have recently carried out similar export drives^ 
and reasons were given why European countries more generally should 
be prepared in their own interest to improve their facilities for giving 
credits in connection with actual export purchases. It was also stressed 
that this could result in a fairly considerable increase of credits available 
to the underdeveloped countries. 

Such credits — even if small compared to the development needs and 
even if not on a long-term basis — undoubtedly influence the import 
situation of these countries and must generally encourage them to con- 
duct their trading relations along bilateral channels. Import deals, 
partly financed by tied credits, often already are — and may increasingly 
become — a not inconsiderable portion of the underdeveloped countries’ 
total imports of capital goods. 

Sometimes they form part of wider agreements on export deliveries 
by these countries. As failure to reach multilateral commodity agree- 
ments becomes more or less final, the desire for price stabilization might 
also gradually induce the underdeveloped countries to seek long-term 
bilateral export agreements. There is a distinct possibility of relating 
such export agreements to agreements on imports of industrial equipment, 
partly financed by tied credits, and this line of policy is being opened 
up by Japan in relation to some of the underdeveloped countries in 
Asia, at least in limited fields. 

West-European countries have a general interest in increasing their 
trade with underdeveloped countries outside the dollar sphere and 
might increasingly become interested in similar bilateral agreements over 
a number of years, linking equipment exports, partly financed by credits, 
with imports. Here tb'" interests of the primary producers seem to run 
parallel with those of the manufacturers dependent on imports of primary 
products. The trend has been in the opposite direction recently, but that 
might not be too reliable a gui<ie to the future. 

However, the underdeveloped countries have to watch their step care- 
fully, lest by such bilateral agreements their hands are loo firmly 
tied. They may miss their chance of broadening their business contacts 
so as to exploit to the utmost the market possibilities, in particular as 
buyers of capital goods. It is possible for comparatively small credits, 
and a measure of price stability h»r a part of their exports, to be bought 
too dearly. 

Note on Colonial Bilateralism and the Role of Big Companies 

The urge to keep free from hampering bilateral relationships and xo 
strive instead for an extension of their business contacts to the entire 
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world market in regard to both exports and imports — which I have 
stressed above as a main commercial interest of the underdeveloped 
countries— should have firm psychological and political roots in the 
memories of former colonies* recent history of political and economic 
dependence on a metropolitan power. For one important aspect of 
economic colonialism was — and still is — enforced bilateralism and the 
consequent restrictions on the choice of partners in international trade. 

I have already referred in this chapter to the way in which European 
colonialism restricts the scope for the type of cooperation between less 
developed countries. This ‘‘second-grade international specialization” in 
the production of cheaper commodities, as well as in other joint efforts 
to decrease their economic handicaps, is, of course, also effective in 
curtailing trade with other advanced countries, besides the metropolitan 
country, and this has until now been discussed as the main problem. 

The methods traditionally used for enforcing bilateralism on behalf 
of the business interests of the metropolitan country have varied con- 
siderably; they were not limited to discriminatory measures applied to 
foreign trade and payments. The whole system of colonial laws and 
regulations was adjusted to this purpose. Behind this .massive protection 
an institutional structure of business was built up, controlled from the 
metropolitan country, which, even when there Was considerable competi- 
tion between individual business houses of this country, fur^ctioned to 
keep out intruders from other trading countries. 

Often large companies, usually with their headquarters in the metro- 
politan country — though sometimes with vast international affiliations — 
acquired a firm grip over important branches of the colony's economic 
life: they had either obtained a government conce.ssion or enjoyed a 
de-facto monopoly through having undertaken the “opening-up” opera- 
tions, acquired ownership of land, and built large-scale establishments. 
The spheres of activity of these companies varied considerably from 
the exploitation of mines or plantations to running comprehensive export- 
import enterprises. Big companies also operated in politically independent 
countries; in some cases they held such a dominating position that they 
gave to a country's economic and, in particular, its commercial relations 
a quasi-colonial character. 

These companies were often able to count on powerful political backing 
from their home governments and had usually close ties with persons in 
the governments and administration of the country where they operated. 
The considerable risks involved in this type of enterprise were balanced 
by high rates of profit, founded upon their monopoly position. The 
activity of these companies was by no means entirely inimical to the 
interest of the country which became dependent upon them. The his- 
torical alternative would, in fact, often have been the absence of the 
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enterprise. But by their monopolistic power they tended to enforce and 
strengthen the colonial — or, in politically independent countries, quasi- 
colonial — bilateralism in the country's international trade relations, and 
that is my point in this connection. 

In the many colonies that were recently liberated most of these insti- 
tutional ties have been or are being dissolved. More generally, the en- 
forced bilateralism of earlier times i.s, of course, a main explanation of 
the tendency in underdeveloped countries for their business contacts to be 
limited in scope. In the remaining political dependencies enforced 
bilateralism is still tlie rule. 

Other countries that are discriminated against by the trade and pay- 
ments regulations, by the entire institutional structure of business in the 
colonies, or by the monopolistic powers of the big companies, du not, of 
course, like this situation. The United States is disturbed by the restric- 
tions imposed in British and French colonies against Japanese trade and 
would also like to see many African dependencies less closed to itS own 
business interests; while the activities of some American corporations, 
operating in certain Latin American countries, are at the same time 
causing resentment in that region and are looked upon with suspicion 
by the rest of the world. The Germans and Italians are increasingly 
referring to their loss of colonics as an economic handicap and demand- 
ing greater access to other countries’ dependencies; meanwhile the idea 
is gaining support in France that it couicl perhaps strengthen its position 
in North Africa by inviting the (k'rmans and Italians to participate in 
a joint exploitation of the potentialities of the French dependencies there. 

In response to the gradual awakening of the colonial peoples and 
the general spread in the industrial countries of the feeling that colonial- 
ism is doomed and has eventually to be liquidated, policies and methods 
arc being adjusted, though with different speeds and in different ways. 
Greater respect is often now shown for national ambitions in the de- 
pendencies; colonial government and big companies are now more and 
more prepared to shoulder greater costs *^f welfare work and to share 
profits with the indigenous peoples. Considerable capital flows are 
initiated and industrial development plans are often drawn up so as to 
provide a somewhat gieatcr industrial diversification in order to lay 
the basis for a more balanced economy. In some instances moves are 
made towards self-government; iis.' Jly a main interest of the metropolitan 
government is then, though, to protect the inherited bilateralism in com 
mercial relations. At bottom, the explosive issue is, of course, the one 
of final political authority over a country’s freedom to decide upon its 
own destiny, including its economic policy and its commercial relations 
with the outside world, and there are latent conflicts brooding in various, 
parts of the world. 
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By these hints I have only wanted to point out the place in our 
analysis of the enforced bilateralism under political and big-company 
colonialism; this problem would deserve intensive study as an important 
part of the general problem of the tensions occurring in the present phase 
of the rapid world development towards the liquidation of political and 
economic colonialism. The argument in this chapter has been proceed- 
ing under the assumption that the underdeveloped countries are inde- 
pendent politically and free to frame their commercial policies to serve 
their own best interests. 

THE RATIONALITY OF A DOUBLE STANDARD OF 
MORAUTY IN INTERNATIONAL TRADE 

The Very Special Trading Position of Underdeveloped Countries 

Finally, one main conclusion from our analysis should be stressed. All 
underdeveloped countries have a major interest in maintaining and in- 
creasing their exports, though as far as possible along more remunerative 
lines. All of them, furthermore, are compelled to use the whole of their 
export proceeds, foreign credits, and aid so as to keep imports up to 
the highest level. From this point of view import restrictions in under- 
developed countries are simply a shift of import demands^frorn some 
commodities to others, and generally to goods needed for economic 
development. They do not imply a diminution of total imports. Their 
import restrictions and export subsidies do not, therefore, decrease total 
world trade.^^ 

Their dependence on high export proceeds and their need to use them 
all for imports are caused by the political necessity of cjconomic develop- 
ment. Import restrictions are forced upon them as a consequence of the 
development policy; their seriously unbalanced economies provide ad- 
ditional motives for import restrictions, which are, however, mainly 
operative only in the directing, weighing, and implementing of the 
restrictions which they must anyhow apply because of the scarcity of 
foreign exchange. In a sense; the underdeveloped countries, when they 
have once gone in for economic development, are forced to be protec- 
tionists. They could not avoid it except by relinquishing economic 
development. 

This, and the closely related fact that their protection does not cause 
a fall in their total imports, should make it easier for the rest of the 
world to recognize as legitimate the desire of underdeveloped countries to 
apply a policy of protectionism. I believe the time is ripe for a general 
acceptance of these facts and causal relations, which will anyhow and 
inevitably determine the commercial policy of these countries. 
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Protection in an advanced country with no foreign exchange worries 
will, however, restrict total world trade, since in such a country there is 
no mechanism whereby a restriction of the imports of one group of 
commodities is automatically compensated by an increase in imports of 
another group. A secure foreign exchange situation implies that there is 
no continuous, acute pressure on the exchange reserves and a self- 
sufficiency policy in such cases really means cutting down total imports 
and decreasing world trade, which is simply not true of underdeveloped 
countries. 


The Trading Position of the United States 

In this connection it is impossible to avoid making the observation that 
the United States has succeeded in following a protectionist commercial 
policy on its own behalf — though such a policy actually reduces world 
trade* -while urging the entire world to liberalize trade, in the specific 
sense of abolishing import controls. And it has extended this advice to 
the underdeveloped countries, which do have a rational and vital interest 
in strictly budgeting their imports (in fact are compelled to do so) and 
whose restrictions do not reduce world trade. 

The Secretariat of the Economic Commission for Latin America has 
devoted a section of a recently published report to this problem under 
the heading: “The United States and Trade Reciprocity.”®® 

The position of the United States as the principal dynamic centre of the 
world economy contributes very special emphasis to the concept of trade rec- 
iprocity. . . , Thus the tariff concessions granted by the United States to 
countries in course of development act as a counterpoise and world purchasing 
power generated by greater United States imports will tend to transform itself 
directly or indirectly ini ' greater international demand for United States' 
exports. ... If the principle is recognised that the volume of Latin American 
imports is not determined by tariffs but by exports, it would not be difficult to 
find an agreement of interests. , . . This ability of the United States to obtain 
spontaneous reciprocity for its tariff concessions is a result of the fundamental 
changes that have taken place in the short lapse of one generation. Interested 
as it is in a vast peripheral development policy, the trade policy of the United 
States should also be modified in accordance with its new international situa- 
tion. 

The short and simple meaning of these perhaps slightly involved 
sentences is this: the United States should entirely reverse its commercial 
policy; like Britain in its time of plethora of foreign exchange resources, 
it should unilaterally reduce its own import restrictions, which would 
have very wholesome effects all around; but it should stop pressing the 
underdeveloped countries to reduce theirs, because they need them and 
they do not cause a shrinkage of trade. 
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This is, of course, seen by many Americans too, even outside the fold 
of the economists. Thus Mr. George F. Kennan states his opinion: 
“Economic protectionism is not only an anomaly, but it is a ridiculous 
and ignominous expedient for a nation of our vigor and stature. What 
was right and necessary for a struggling underdeveloped country can 
be a form of infantile escapism for a strong and ostensibly mature one."®^ 
This would not be exactly my way of putting it but in substance I quite 
agree with Kennan. 

Professor Jacob Viner is equally blunt: “We should not use foreign 
aid as conscience-money payments for our tariff,” and: “A reduction of 
our trade barriers, w^hich after fifteen years of being whittled away still 
remain formidable, can be of greater benefit to other countries than all 
the much-advertised grants, loans, and technical aid.”®® 

That an American trade liberalization is very strongly in the interest 
of the rest of the world is not to be doubted. It is only on the basis of 
this interest that it can be effectively motivated; both the prominent 
American authors I have cited are, of course, ardent internationalists in 
the great tradition. Whether — leaving out of account the interest all 
countries, including the United States, have in a stable, prosperous world 
— a decrease of American import restrictions of various types can ako be 
motivated on narrowly national, purely selfish grounds, is much more 
uncertain. 

It may be that there is a long-term economic net advantage to be 
gained for the United States by readjusting its production and con- 
sumption so that a number of commodities are imported on a larger scale 
against a rise in export of others — this is the free-trade argument. But 
for various reasons — and, in particular, because of the size of the country 
and its variegated resources — it is my belief that if this qualitative con- 
sideration were translated into quantities, the gain would be small com- 
paied with the national product the United States has reached under 
present conditions, and also compared with its normal annual growth. 
The richer a country, the less important is an additional dollar and the 
more easily can it pay for pampering vested interests. The United States 
can easily afford its protection in the same way as it can afford to have 
an expensive, cumbersome, and less efficient administiation, a fact to 
which I referred in the preceding chapter. 

This conclusion is the more important as the readjustment to freer 
trade undoubtedly would cause certain temporary disturbances and losses. 
These are also small compared with the large changes the American 
economy is continuously and successfully undergoing. But particularly as 
they would be, in a sense, self-inflicted, and as the whole matter is 
anyhow not a tremendously important one from a narrowly national point 
of view, it is quite natural, and from this point of view also rational, 
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that the United States should be reluctant to touch the more sensitive 
parts of its trade restrictions. 

I am making this concession because I want to be candid in my rea- 
soning. American national interests, narrowly interpreted, do not in my 
opinion warrant a large-scale trade liberalization. The only real justifica- 
tion is the international one: the interest of the world as a whole, in 
wltich the United States certainly has a share. Only as an act of mfer- 
national solidarity does American trade liberalization make sense. But in 
that wider setting a unilateral action would be appropriate. 

A False Principle of Equality 

My interest here is, however, the commercial policy of the under- 
dcvelo))cd countiies. In regard to them, it cannot be stated that it is in 
the interest of the world that they relinquish import restrictions and 
abstain from export subsidies. On the contrary, it is in the general interest 
that they should be able to develop their economies as rapidly as possible: 
shortage of foreign exchange and, tonsequenily, interferences with their 
foreign trade, are incidental to a policy directed towards this goal. 

Looking back, we in the advanced countries have good reason to ask 
ourselves whether one policy line — basic, in a sense, to both the Bret ton 
Woods agi'cements and the abortive attempt to create the International 
Trade Organization — was not downright wrong, and wdiether this is not 
one explanation of why our strivings failed to the degree they did. I 
mean the idea that all nations are equal, and that the international 
community should be bar d on principles and rules that are applied to 
all. It is an ideal that they should be equal but if, in fact, they are not, 
equal treatment becomes incqualitv. 

Sir N. Raghavan Pillai, Indian Under-Secretary of Foreign Affairs, 
speaking in the recent ‘ ossion of GATT, said this emphatically; “Equality 
of treatment is equitable only among ecjuals.'* And he added: “All that 
the under-developed countries ask is that in the name of reducing barriers 
to international trade, they should not be denied the fullest opportunity 
to de\elop their economy and to choose and decide for themselves the 
most appropriate measures for the purpose.”^'* 

This thought and the underlying basic facts are gradually being 
recognized. In GATT and the International Monetary Fund the under- 
developed countries will probably have a sj)ccial status — de facto they 
already have it and now it is only a question of giving it to them also 
jiiYC — which wdll leave them sufficiently free to handle their com- 
mercial and exchange }X)licies as they find they must do. They are, 
indeed, in no position to bind tl^misclves in the way the existing agree- 
ments assume. 
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Their freedom will be connected with obligations to observe certain 
formalities and with some delays and paper-shuffling. But a much more 
difficult handicap — which, on account of their weak bargaining power, 
they cannot so easily overcome — will often be bilateral undertakings that 
they will continue to be pressed into against their development interests 
in order to achieve an outlet for their exports. 

Indeed, one of the substantial aids advanced countries could give under- 
developed countries would be to use their bargaining power against them 
with greater consideration and, in particular, to stop virtually forcing 
them to import goods which they do not want, either because they can 
produce them at home or because they feel that they have no place in a 
national program of imports for economic development. Such a con- 
sideration in commercial policy would be a substitute for the aid and 
credits which they are not getting. But it would assume a totally different 
philosophy in the industrially advanced countries concerning their 
commercial relations with underdeveloped countries, in fact an adapta- 
tion of the approach they take as a natural thing towards underdeveloped 
regions within their own boundaries. 

My main point is that these countries are in a quite special situation 
as long as they have not caught up with the developed countries; for 
this reason a double-standard morality in international trade is rttionally 
motivated. They not only have good reasons but are virtually forced to 
control their imports and subsidize their exports — indeed, to practice 
systematic protection — if they arc not to give up their drive for economic 
development. Their contribution to raising the level of world trade is to 
do everything they can to increase their exports along the most promising 
lines in order to make space for greater imports — which they are also 
bound to try to do — and to handle all their economic policies, including 
commercial policy, in such a way as to secure the maximum rate of 
economic growth. 

Traditional but still cuiTent generalizations in the field of international 
trade that do not take into account the special situation of these countries 
would, if they were heeded, necessitate a slowing down of their economic 
development. But, since their interests are so clear and strong, and the 
political necessities so imperative, the advice given will usually not 
influence their actual policy. It does, nonetheless, create international 
irritation: unnecessary dismay on the one side, and confusion of thoughts, 
half hearicdness, and, ultimately, suspicion and anger on the other side. 

The Trading Position of the Rest of the World 

If it is established, first, that, so far as their commercial policy is 
concerned, the underdeveloped countries belong to a special category and 
not only have an interest but are virtually compelled to control and in- 
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crease their foreign trade; and, second, that the United States is in the 
absolutely contrary position on both these scores, it is still necessary to 
find a place in this scheme for the rest of the world. 

l am disiegarding the several underdeveloped countries that, as I noted, 
are not troubling themselves with any ambitious development plans but 
are quietly surviving in relative stagnation. Many of them have plenty of 
old-fashioned protection; a few of them preset ve a reasonable monetary 
equilibrium; none of them has any reason to find this impossible. As 
ideas from the outside penetrate their boundaries and they, too, are 
aroused by “the great awakening,” and as the population pressure grows, 
they will also have to make serious efforts to rise out of mass poverty and 
economic stagnation. Their place will then immediately be in the separate 
category of underdeveloped countries that try to develop. 

But what about countries other than the United States in the group 
that we defined as industrially advanced in Chapter III? Canada for one 
must be placed almost side by side with the United States, It is true that 
it carries on an industrial development policy requiring more capital 
than is provided tor by domestic savings, but the extra capital flows 
freely from its big neighbor. Switzerland is, of course, a dear creditor- 
country, partly because so much foreign flight capital seeks refuge with, 
or passage through, her financial institutions. Some other industrially 
advanced countries in Western Europe arc approaching, and may soon 
pass over, the borderline to the same upper division where there are no 
acute worries about foreign exchange and where, therefore, every import 
restriction tends to decrease world trade. 

In all these countries, as in the United States, there are local and 
special interests calling or protection. There arc, furthermore, general 
reasons for protection, including the social and economic ones for aiding 
agriculture and other industries ' nth remuneration rates generally lower 
than the national level, or for mflueiicmg national distribution more 
generally by altering the supply of various consumption goods and their 
relative prices. There are also reasons for protection related to business 
cycle policy, those directed towards making gains through influencing the 
terms of trade and, of course, the infant industry argument, etc. More 
recently, under the influence of the cold war, strategic reasons for self- 
sufficiency in various lines of production have come to the fore."® 

On all these matters I refer to the literature on international trade, 
and I would add that in general I share the liberal tendency that has 
permeated the main body of this literature from the time of Adam Smith 
and Ricardo; thinking through the peculiar problems of the under- 
developed countries in preparing this book has mainly strengthened my 
conservative inclinations in regard to trade policy. In Chapter IV, how- 
ever, I have analyzed a whole system of psychological, ideological, 
political, and economic forces that, even in those developed countries 
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that are undisturbed by foreign exchange worries, induce autarkic 
policies. 

North America emerged from the Second World War richer and with 
rising levels of living — the main explanation being, of course, not only her 
distance from the scene of military action, but also the Great Depression 
during the thirties and the relative failure of the New Deal as an 
economic policy and a cure for the depression. Western Europe however, 
was ravaged, lost most of its foreign assets, and saw its entire position 
in world trade radically altered. This time the West-European countries 
decided upon rapid reconstruction and development. Their changed 
position and their policy of speedy recovery had the effect of throwing 
them all temporarily into the category of underdeveloped countries, 
having to face all of the monetary and financial problems that I have 
analyzed in the latter part of this chapter. 

This was true not only of the really underdeveloped countries in 
Southern Europe; as a matter of fact some of these countries, like Portugal, 
Spain, and, for a time, Italy, tended to adhere more to the group of 
underdeveloped countries that were slow in coming to grips with their 
development problems and that I have left somewhat on the fringe of my 
analysis, France — on a higher level of production and consumption but 
bleeding white from vastly overextended political comrnitmcnts#overseas 
(which were well beyond her capacities to sustain) and with severe 
rigidities in her economic life caused by a long history of inflation and 
stagnation — is a borderline case, particularly in regard to the western 
provinces.'^^ 

Turkey and Yugoslavia are clear examples of underdeveloped countries 
that are laboring faithfully on with their economic development and 
therefore struggling with the pioblcms typical of such a situation and such 
a policy. Greece is in a similar situation, though handicapped by scantier 
natural resources, by having recently fought a civil war, and by other 
causes. The geogiaphical position of these three countries on the cold war 
front has, on the one hand, secured them much more capital aid for 
development than other underdeveloped countries but has, on the other 
hand, compelled them to devote much more of their national product 
to defense expenditures. From the point of view of our analysis above 
it is not astonishing that they have had acute difficulties with their 
balance of payments, while Portugal, for example, has not. 

But T am more particularly thinking of the highly industrialized, rich, 
and progressive countries in the northwestern part of the continent. In 
particular, a country like Norway, that courageously raised its investment 
ratio higher than any other country in Western Europe — but that did 
not secure a position like that of Canada in the United States capital 
market — was naturally caught in the position of a struggling under- 



COMMERCIAL POLICY OF UNDERDEVELOPED COUNTRIES 295 

developed country trying against odds to push ahead with economic 
development. To a varying degree the.same was true of all the industrially 
advanced countries in Northwestern Europe. At a later stage of the 
process and, more precisely, after the outbreak of the Korean war, all 
these countries also undertook heavy rearmament expenditures which, of 
course, raised the same problems as investments for development, except 
that as investments they are unremunerative even in the longer run. 

There was this imi)ortant difference, however, between their situation 
and the one in which the underdeveloped countries now find themselves: 
outside capital was made available. The massive Marshall aid represented 
a solidarity among the advanced countries — or, more precisely, of one 
of them to the others — for wiiich there is at most only an insignificant 
comparison in the broader world setting between advanced and under- 
developed countries. Essentially, the Marshall Plan, as it worked out, 
was merely a complex of ‘national investment programs financed to a 
degree by the United States. 

The capital inflow made it possible for these countries to carry on 
their development programs with relatively less internal inflationary 
pressure and relatively Icwci import restrictions than would otherwise 
have been necessary. The existence of the sterling area, the relative 
cohesion even in Western Europe, founded upon a high and unique 
degree of trade iiuerdependence, and American indulgence (and, in fact, 
positive urging) made it possible increasingly to reduce import restrictions 
within the region and transform them into trade discrimination against 
the United States. 

There is another importani difference, too. The import restrictions 
were motivated solely ’ y exchange considerations and, of course, the 
traditional reasons for protection referred to abo\e. None of the special 
and additional powerful reasons for protection in underdeveloped 
countries, discussed earlier in rhi'^ chapter, is valid for countries in North- 
west Europe. There the existing markets are in geneial large in relation 
to new units of production; in cases where they are not — as when modern 
technology prescribes units of production too big for the national market 
— this can usually not be overcome simpd ' by keeping out foreign goods 
but only by international integraMon, which is the opposite of protection. 
Full employment has been successluily preseiTed and there is, anyhow, no 
surplus la*bor. The lack of external economies is not a serious difficulty as 
it is in the underdeveloped countries; the gain from external economies 
in ever new investment is usually much smaller. Their price and cost 
structure is not lopsided as between industry and agriculture. More 
generally it can be asserted that their economies have had a recent history 
of industrial expansion and are not unbalanced because of prolonged 
stagnation and economic colonialism; when the postwar emergency is 
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overcome, the need for ready adjustment to changes and the ambitions 
for continued growth and development have become important elements 
in their national life; but these aspirations have almost nothing in 
common with the gross lack of balance in the economies of under- 
developed countries. 

How “Financially Sound*’ Is Western Europe Going To Be? 

In Chapter VI I expressed the opinion that the industrially advanced 
countries in Northwest Europe, as a region, shouid now be able to manage 
their internal affairs and their international relations so as to take their 
proper place as creditor countiies in a more closely integrated world 
economy. Compared with tlie underdeveloped countries in the southern 
part of the region and in the world at large, which have to squeeze savings 
out of utter poverty as a necessary condition for economic development, 
the industrially advanced countiies all have relatively high levels of 
income. They should be able, by appropriate economic, monetary, and 
fiscal policies, to maintain savings high enough to ensure a strong con- 
tinued development at home and, in addition, a capital surplus that 
could be the basis for both trade liberalization and a substantial outflow 
of capital to the underdeveloped countries. These policies would have 
to be fashioned in such a w^ay that the higher savings quota would not 
dampen the forces of economic progress: by including new elements of 
investment stimulation and, equally important, by abolishing existing 
disincentives to investment. 

Were this happy state of affairs to become a reality, the industrially 
advanced countries in Northwest Europe would naturally take their 
place beside the United States as countries whose import restrictions 
would tend to decrease world trade. They would, together with the 
United States, Canada, and the advanced countries in the British Com- 
mon w^ealth — assuming that they too followed such an import policy — 
foim the sort of world that is usually referred to in the literature on 
commercial policy. There would be another division for the under- 
developed countries, which we cannot possibly expect to come into this 
kind of situation within the present epoch of world history. 

In Chapter VI I came, however, to the conclusion that this level of 
“financial soundness,” even for a limited number of countries, is not just 
around the corner. The convertibility that might be reached will probably 
be founded on a considerable capital autarky and, perhaps, quite a lot 
of discriminatory protective restrictions on trade and payments. There 
are differences even in Northwest Europe, and individual countries may 
move towards the sterner level of “financial soundness” where they be- 
come completely free from exchange worries and can even open up their 
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foreign exchange boundaries to capital export. The other countries would 
remain in the category of underdeveloped countries or in some inter- 
mediary category created for their convenience. 

The basic issues should not be confused, however, by false pretenses 
of equality. An industrially developed country does not become an 
underdeveloped one merely by mismanaging its currency, or by raising its 
level of investments higher than available savings, including those its 
government is willing or able to procure by taxing its citizens, without 
having recourse to outside financing. 

There is, first, the continuing difference that such a countr}^ does not 
have the special and additional reasons for protection which under- 
developed countries have, precisely because the latter are industrially 
underdeveloped. It comes into the same division solely because it has not 
assured itself a safe and con^fortablc exchange situation, and its inter- 
ferences with its foreign trade can have only this reason. 

Second, there evists and will probably continue to exist a certain 
degree of solidarity between the relatively rich and advanced countries, 
which through centuries of vigorous intercourse have become related in 
culture and sometimes by blood ties — a solidarity which the under- 
developed countries neither have among themselves nor share with the 
advanced countries. This solidarity between the advanced countries is, as 
we have seen, not strong enough to form the basis lor a constructive policy 
of economic cooperation. Even in their internal relations the trend has 
for a whole generation been towards increased autarky. But it is probably 
large enough to peimit in various forms a certain minimum of capital 
assistance. In particular, the United States will probably feel a continuing 
responsibility for kcepii, tht:m financially viable. 

’ Also, as these countries are all relatively well off in spite of their ex- 
change difficulties — which will continue to be referred to as temporary — 
and if, as we can assume, they an not merely squandering the money but 
building up ever higher productivit), then they do represent better 
debtors, even when their currencies are inconvertible and they keep up 
trade restrictions motivated by exchange considerations. 

The southern part of Western Europe underdeveloped. The countries 
in this subregion can, however, probably count on continuously higher 
credits anej international aid than oilier underdeveloped countries, partly 
because of the greater strategic importance in the cold war that will be 
given Europe and partly because of cultural and blood lies. Insofar as 
Northwestern Europe does not really step over into the category of 
creditor countries and as, anyhow, the countries in that part of Europe 
have other outlets for their capital exports — which for various reasons, 
and contrary to the idea of West-European integration, will be given 
priority — most of these credits and aid to Southern Europe will have to 
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come from the United States. If the capital inflow is large enough, it 
will, of course, to the same extent make it possible for the underdeveloped 
countries in Southern Europe to keep up a certain rate of economic 
development with less interferences in foreign trade. 

One final remark: all tendencies to capital autarky in advanced 
countries and all import restrictions, to the extent that exports from 
underdeveloped countries arc involved, wdll increase the difficulties of 
those latter countries, hamj^er their economic development, and/or push 
them further in the direction of foreign trade control and self-sufficiency. 



CHAPTER XIV 


The World Adrift 


Drifting T owards a Destiny 

A study of trends and problems in the field of international economic 
integration ten years after the end of the Second World War must invest 
us with humility and even anxiety. This is, indeed, the effect which the 
marshaling of the data and the inferences under the various chapter 
headings have had upon the present author. It is not possible to conclude 
that the non-Soviet world is now on the way to a higher level of economic 
integration. In most rej-pccts the trends are definitely in the opposite 
direction. 

The practical problems lacing us, if we want to change these trends, 
are momentous. Like all problems they can be solved on paper, and as 
my interest is constructive and primarily practical such paper solutions 
to the specific pioblen arc presented in the various chapters. But my 
analysis has led me to conclude that translating these paper solutions into 
practical action would assume r dically changed altitudes in all nations, 
and honesty requires that this crncial conclusion be put before the reader 
constantly. As the problems are urgent and as I tail to see what can 
induce such large changes in attitudes quickly enough, I finally emerge 
with what amounts to a string of almost insurmountable difficulties. 1 
have not set out to write another utopia hut a factual and practical 
tract: not to describe what could be done in a dream world but what we 
can reasonably expect to happeii m the world in which we live. And 
such an analysis of international integration problems at the present 
time is bound to be disheartening if it is at all realistic. 

In fact, I know of no government and no political party in any country 
which is really facing up to these problems. T here arc small groups, like 
the Quakers in the Anglo-Saxon coiiiuries and some of the quiet scholars 
of the Roman Catholic Church, wTio, because of their religious preoccupa- 
tion, have acquired the strength to sec beyond the more immediate 
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things. And there are in all parts of the world many individuals in the 
great humanistic tradition who also see what the inevitable conclusion 
must be. When such persons accept political responsibility — and some of 
them have responsibility of the highest’ order — a condition for con- 
tinuance in power is that they accept and recognize the practical pos- 
sibilities at hand in their several countries, determined by tlieir fellow 
citizens’ present attitudes, and so reserve their profounder insights for 
general pronouncements that do not upset practical affairs. 

I'he social scientists have all the facts under study. None of the data 
and few of the detailed inferences in this book are in any way original; 
indeed, for the larger part the book can claim only to assemble and 
present well-known facts. This time, however, 1 have sought not so much 
to increase detailed knowledge as to use existing knowledge to attain 
a broader understanding. 

And then I get the feeling — and sense the anxiety — that the world is 
drifting towards a destiny that it has not charted in advance and for 
which it has not been deliberately steering its course. World history has 
probably always evolved in this w^ay; the lack of foresight will always 
be apparent in retrospect. This is how crises and wars come about — and 
our personal financial bankruptcies and divorces. Something is under 
way that at one stage, if it had been analyzed squarely and fat^d coura- 
geously, could have been stopped by relatively minor sacrifices, intel- 
ligently applied, but at a later stage cannot be stopped at all, even by very 
much bigger sacrifices. 

My historian friends tell me that the world has always been heedlessly 
drifting. In this respect there docs not seem to be much difference between 
our age and the period of the Crusades. They agree with me, though, that 
nowadays history is made at a very much higher speed — a result of 
modern technology, which, together with its cultural, social, economic, 
and political consequences, has not been given enough serious and 
detailed research in the social sciences. The dangers of this reckless course 
are telescoped and thus magnified. 

In the Greek tragedy the fateful conflict that in the last act brings 
defeat and death to the hero raged in his own breast. This has ever since 
been the fundamental theme in great literature. The cheaper variety of 
dramatists have instead always had recourse to the villain and his plots 
when they constructed a melodrama — whether small and private or huge 
and public. And so most often do the journalists, the politicians, and, 
indeed, the general public when attempting to explain to themselves why 
things go wrong. 7'he religions in their more primitive stages likewise 
provided their faithful with a devil and his following. 

This is, however, a superstitious view. The great literature is right: the 
real element of tragedy in human affairs is that people, who have the 
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propensities for good, do wrong and thus cause misfortune to each other 
and to themselves,^ Such was — as we can see now when the contemporary 
storm of blindfolding emotions has abated — the origin of the first modern 
great war a hundred years ago, the American Civil War, which had been 
portended by decades of cold war. Such is the background of many trivial 
court cases every day in every place. 

In our general thinking it was the philosophy of the Enlightenment 
that finally did away with the old superstition of the villain by proclaim- 
ing that man was good and that our misery was not due to human 
nature but to man’s environment in the widest sense; to social institutions 
and to opportunist ignorance^ when living in them. In a very fundamental 
sense this thesis is basic to the practical ideals of liberty and equality; on 
the intellectual level it is parallel to the moral axiom of the dignity of 
the individual human being. This ideology became ingrained in the 
social sciences, which at that time began their modern development. All 
research on historical or contemporary social relations ha*; since then 
confirmed the environmental hypothesis of the basic philosophy.^ This 
does not mean that the old superstition of bad men is eradicated from 
popular thinking; it continues to give its heat and afford a motivation 
to human action in priuiie as well public affairs. 

Thi.s \iew, which is the view of the social scientist, is on one level a 
deeply pessimistic one, sime it assumes that good people, as they are 
conditioned by their environment, can make life a hell for each other and 
themselves and all the time honestly plead to their conscience that their 
intentions were good; they do it often in a family, in a neighborhood, in 
a nation, and in the world. On another level — and this is our great 
inheritance from the rauonal philosophy from which the social sciences 
branched two centuries ago— this view is fundamentally optimistic. 

It liolds that truth is wholcsi ue and that a catharsis of the public 
mind is possible. As man is gooJ and has the power of reason, he can 
attempt to dispel the clouds of his emotions, overcome the opportunism 
of his ignorance, reach a fuller and more dispassionate knowledge about 
himself and the world and, indeed, change his attitudes so that they 
bccoiTie tnore vaiionaily related to the enisling forts and to his deepest 
valuations, his ideals. The social ri.mtist in this great tradition is also an 
uncompromising adherent to freeciom of thought and expression because 
they create a social situation where maximum possibility is given to the 
individual citizen to make this great attempt towards rationality. In the 
end this represents our only hope. 

The same revolutionary faith that man is good and has reason, which 
we in the Western world associate with our inheritance from the Enlight- 
enment, was in India the ancient wisdom upon which Gandhi built his 
trust that truth will prevail, having a momentum stronger than all tem- 
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poral powers, all political persecutions and impossible to contain within 
state prison walls, which would crumble like card houses. 

The Impact of the Cold War 

At the present time when more than ever we need the freest and most 
virile thinking in testing out new approaches to all international prob- 
lems; when, in the end, the request to our nations must be to change 
our attitudes to world problems; and when, therefore, we need all our 
moral and intellectual powers, a mental inertia is descending upon us, 
caused by the cold war. To all the other social forces, which I analyzed 
in Chapters III and IV as having driven our civilization for many decades 
in the direction of nationalism, has now come this new exigency, a main 
impact of which has been to narrow the horizon of public discussion and 
to attach penalties to intellectual disagreement. 

From the beginning, an ideological effect of Communism in the 
Western world has been to strengthen political reaction. I think it can 
be shown that Nazism would have had much less chance of exerting a 
hold over the German people after the First World War had it not been 
for the activity there of the German Communist Party. But it has been 
left till after the Second World War for us to realize the fact th5t in many 
parts of the Western world Communism in the Soviet Union can drive 
people to intellectual stupor by a sort of telekinesis. 

Many of us remember the practical joke, played by the American 
journalist who wanted to see how the man in the street would react 
to the revered formulations of the Declaration of Independence and the 
Gettysburg Address without being told their origin, and found that 
people believed them to stem from Communist propaganda. This story 
has a sinister implication for the mental state of our nations. It is wrong 
for us in Europe to feel unduly haughty and believe that these telekinetic 
effects of Soviet Communism are confined to' America, for similar things 
can happen even in the other advanced countries of the Western world 
if we do not erect our fences of critical alertness. 

Very widely, indeed, the situation is becoming one where Soviet 
Communism needs only to give verbal homage to one of our cherished 
inherited symbols for us to give it up in utter defeatism as if it were 
contaminated. Several years ago an Austrian friend confided to me that 
in his country it was dangerous to state that one was for peace because 
peace was a Communist propaganda slogan. Also several years ago, I 
heard that an international organization, with which I was connected, 
had a large edition of posters that could not be used because the biblical 
dove of peace figured on it — the story was fortunately apocryphal but 
the serious thing is that it could be told as a story which might be true. 
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Only the Communists' antireligious prejudices have until now hindered 
them from compromising seriously the central parts of the Bible. But in 
many countries on many occasions even the word democracy has been in 
danger of becoming leprous. And unfortunately it is a fact that in recent 
years — during the time when the United States Supreme Court made its 
historical decision to declare racial discrimination in schools illegal — it 
actually happened during the American loyalty investigations that tlic 
presence of public officials at a party where some Negroes were also 
invited could be used as ground for suspicion of disloyalty — by the logic 
that Communists preach and practice racial equality. 

When the Soviet Communists take a stand for an idea, not as a very 
sophisticated form of studied propaganda but as a natural policy of a 
minority party in the world — and often on the basis of tenets of laith 
which Soviet Communism adheres to in line with the Western doctrinal 
origin of its creed — this idea tends to become "Communism” not only 
for the halfwits who in our strained international situation often play a 
role they have not played for at least two centuries — except occasionally, 
as in Nazi Germany — but often also for the circumspect and cautious good 
citizen. 

In this climate of creeping intellectual hysteria it must be feared that 
the urgently necessary reorientation of our thoughts regarding inter- 
national cooperation may be inhibited. I fear that the Soviet Communists 
will not need to exert great ingenuity to compromise seriously the whole 
issue of aiding the underdeveloped countries in their development efforts 
and make it taboo in the West. This would then be a result, not of their 
intellectual and moral strength, but of our weakness. The situation is 
already that, at least in he United States, this issue of cooperation for 
economic development is on the verge of becoming no longer quite 
respectable, unless dressed up in ^ way the underdevelojied countries will 
never accept: as a political device for fighting Communism. 

I fear a similar fate for the anticolonial altitude that in the United 
States — itself bom in the earliest revolt against a ruling metropolitan 
power — has been a cherished part of the national creed throughout its 
national existence, and that to all honest liberals in Europe has been a 
self-evident principle for a century and more, even if not enough serious 
efforts were made on its behalf in national policies. The eager search for 
Communist instigators of anticolonial movements, wherever conflicts 
occur in the world and very often on the most scanty evidence, is gradually 
compromising in the public mind the anticolonial movements in a way 
that reminds one of how, in a recent referendum in the canton of Zurich 
in Switzerland, a proposal for enfranchising women was defeated — 
mainly, I understand, because the initiative had come from the Com- 
munist Party. If this development should continue, the Western democ- 
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racies will gradually take the position of defenders of an indefensible 
status quo. 

The disheartening fact is that today so few people are prepared to 
stand up and explain in simple, straightforward words the obvious prop- 
osition that a truth does not become less true and a moral principle not 
less valid for us because the Soviet Communists also acclaim it, and that 
to forget this amounts to losing our intellectual and moral integrity and 
the freedom of our minds, and to giving up ideological independence and 
initiative. 

Serious damage to the integrity and therefore also the strength of our 
culture is being inflicted by this intellectual cowardice. It is essential to 
democracy that the spectrum of ideas be as wide as there are rational 
grounds for honest differences of opinions. This was once self-evident but 
is so no more. It must instill us with humiliation and serious concern 
for the future when we experience the present spread of ideological 
conformism. We cannot, and should not, rely upon youth to stand up for 
spiritual independence. They have never experienced the full freedom of 
Western civilization as it once flourished when there was inner security, 
and they are under the handicap of having to build for themselves a 
career in the world as it actually is. The duty falls upon the generation 
that represents the tradition and has the security of status, acquired by 
earlier accomplishments, and of a relatively shorter life expectancy which 
should anyway make them freer of anxiety. 

i 

An Emotional Cycle 

All this can, of course, be explained in psychological terms. There are 
undoubtedly reactionary groups that have an interest in this development 
and their influence should not be underestimated. It is perhaps also 
natural that the good citizen feels in a confused way that in these 
difficult times he should not take any stand far removed from the middle 
of the crowd, if the Communists have made a move to occupy a particular 
position, since he does not want to aid them. On a much lower level 
of moral standards is the egoistic motive that he feels afraid of being 
branded as Communist by the people who are using the opportunity of 
our ideological ailment to enforce Gleichschaltung. 

To understand this dangerous mental inertia, it is also necessary to go 
back a few years and see clearly how the present reaction to the cold 
war is only the last phase of a violent emotional cycle: on the upswing, 
during the later years of the Second World War, of feelings of close 
alliance with, and sympathy for, the Soviet Union, and now, on the 
downswing, of revulsion, hatred, and fear as the illusions about co- 
operation after the war have been shattered. I am referring to the bel- 
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ligerent nations and, in particular, to the United States. In a country like 
Sweden, which succeeded in preserving her traditional armed neutrality in 
the war till the end, and which can also build upon more than a 
thousand years’ experience of wars, commerce, and cultural relations with 
Russia, this emotional cycle has naturally had a much smaller swing in 
both directions, and a Swede can perhaps, without any intrinsic merit of 
his own, for this reason more easily have an inde|)endent and stable view- 
point enabling him to gain a clearer [)erspecti\c of this p'rticular 
phenomenon. 

Undoubtedly, and again particularly in America, many o( those who 
during the upw^ard phase of the emotional cycle felt wannest towards 
their country’s great ally, the Soxiet Union, w-ere in tlie glorious tradition 
of liberalism and enlightened internationalism — though wdiole nations 
were not far behind them. This is important, as the obligation to do the 
fresh thinking and work out the new approaches to the world problems 
would now naturally have fallen on them, llndoubtedly, too, during ihe 
downward phase of the emotional cycle in the cold war and because of 
the memory of their own attitudes a few^ yeais ago (and almost in self- 
defence and self-justification w’hcn pleading to their owm conscience) they 
have often felt compelling reasons to out-Hcrod Herod in the popular 
revulsion against Soviet ideology and policy. Quite apart from any 
pressure of McCarthyisrn and other forms of crude letroactive thought 
contiol, it is ea.sily understandable if, alter their emotidiial history of the 
last fifteen years, the liberals have become a little dazed and uncertain. 
To a considerable extent they share this experience whth the rest of their 
nation. 

The most damaging c^nd intellectually most unsettling effect of the 
emotional enthusiasm for the Soviet Union during the upswing in the 
cycle was the tendency during th >: period to rearrange* opportiinisticaily 
knowledge about the Soviet Uni^n and one's (mm thinking about these 
facts in order to justify the sympathy.^ A most inieiesting volume, using 
as source material highly respectable publications from this period, could 
be written about this. Such a volume would be an iniporiant ore, if it 
could help to prevent in the present phase of the cycle an opportunist 
tendency in the opposite directira. in arranging facts about the Soviet 
Union and drawing inferences. 

In the fall of 1943, when I visited America, I was disturbed by what 1 
then looked upon as signs of faltering intellectual integrity. “The admira- 
tion for the Soviet Union tends generally to bring Americans to the 
attitude that the ends justify the means and that might takes precedence 
over right. This tendejjcy, even if yet not so strong, towards a dilution of 
the American liberal idealism might turn out to be one of the most 
important, and most fateful, of the developments we are now wit- 
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ncssing.”*^ I am convinced that several of the roots of the present weak- 
ness of liberalism in America — which in its entire history has been the 
great and, as a trend, the dominant moral force — go back to confused 
thinking and opportunistic choosing and manipulating of facts during 
this period at the end of the Second World War. 

In the Social Sciences 

The ideological effects of the cold war cannot, of course, leave the 
social sciences unaffected, where the objects of study are the facts and 
causal relations around which opinions and ideologies are formed. It is, 
indeed, only natural that the impact of the cold war even on the social 
sciences should be serious. They are essentially only an element of our 
culture and share its fate. 

All our intellectual exertions are now taking place in a strange political 
climate. Anyone who is in a position to make firsthand observations in 
a limited area of international events soon becomes very much aware of 
the powerful opportunist bias in the selection and evaluation of news 
for the general public, not only in the Soviet orbit, but increasingly also 
in the non-Soviet world, In the social sciences it is especially our mo^t 
general ideas, our implicit assumptions, and our way of stating und facing 
problems that are apt to be sensitive to this continued and systematic 
bias in the reporting of events and in their interpretation. For these things 
determine the mental climate in the national communities where we are 
living and working. 

The cold war also has a more direct impact on our thinking, as in- 
creasingly certain beliefs become commonly recognized as the right and 
respectable ones and certain others as wrong or deviously dangerous. This 
is, of course, contrary to the very spirit of science and if this situation 
proves to be a lasting one it is bound to have fateful effects. I have in 
another connection comn)ented upon two tendencies that are visible: 
the first, to seek an escape into details and technicalities; the second, to 
avoid in particular (juestions that arc highly controversial.® Partly, at 
least, this is a sort of defense on the part of the social scientists against 
the ideological pressure of the community in which they are living. 

I do not want to be misunderstood on this point. It is natural and 
commendable that in the social sciences we should strive for ever greater 
specialization, ever more intensive search for variations in minor matters, 
and ever more refined methods of ascertaining the manifold facets of our 
increasingly complicated world. With these strivings I am, of course, en- 
tirely in sympathy. To seek verification of all the relevant detail is true 
progress in social sciences in their present stage of development, and the 
larger part of our exertions should take this direction. 
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But it cannot be concealed that this direction of our work opens up 
the possibility of dropping an analysis of a piactical problem at the point 
when it exceeds mere technicalities, without venturing to draw the 
essential inferences. The widely dispersed nature of modern research also 
makes it possible for us, almost without even noticing it ourselves, to 
avoid asking the awkward questions. I am not so much complaining that 
more and more labor is' devoted to less and less interesting things, for 
everything is in the final analysis interesting and important, .^fy com- 
plaint is rather that we do not venture to devote more effort to what 
really matters and, not least, to what is controversial. 

I am not unaware of the large output of general books devoted to 
problems of great practical importance; indeed, in many cases 1 rather 
feel that some of them have not been based on enough investigation of 
the farts and enough hard critical thinking and that they might have 
fared better with less intellectual enterprise. But my main point about 
our generation's piactical gcnerali/aiions is that under the terrific pies- 
sure of public opinion, as it manifests itself under the impact of the 
cold war, these studies tend to draw the horizon for valuations too nar- 
rowly and, more specifically, to reason too much fiom popular political 
valuations in a particular national communily at a particular time; some- 
times they simply agree tacitly to follow out the national propaganda 
line in the “psychological warfare.” 

In the advanced countries we are, for instance, producing a large litera- 
ture on the underdeveloped countries. This often is not based on value 
premises conesponding to our basic inherited ideals, tho»e which we to a 
large extent share with the nations now experiencing the “great awaken- 
ing.” Instead, it reflects much narrower political and sometimes even 
strategic national interests. I am afraid this opportunism in the selection 
of value pretnises for scientific study of wcjrld problems will in time result 
in our s[jiritual isolation from the intellectual life of the underprivileged 
countries and, in the most unfortunate case, spur them on to an even 
greater defensive nationalistic coloring of their own scientific work. 

One general bias that our milieu is constantly pressing upon us is 
unfounded optimism. Particularly in Ann rica it has become a popular 
belief that this is the way of fostc’ing courage at home and abroad. The 
nation is inclined to demand of a .,cientiric: analysis of a practical prob- 
lem, as of a film, not only a happy ending but also a positive title and a 
reassuring content. Some jiroblcms are, however, too loaded with diffi- 
iiilties to permit of such a treatment, except by distortion. I am inclined 
to agree with my old friend Professor William £. Rappard, who attacks 
the comfortable habit of building up our own morale by stimulating 
our congenital optimism— “that terrible mental disease which makes one 
confuse hopes and prospects. Easy inteiJectual optimism is for the mind 
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d dangerous habit-forming drug. As such it may well be compared to the 
narcotics that at first seem to exalt, but in the end never fail to sap the 
vitality of the body.’”^ 

The Western world, and most surely not only America, is thus con- 
stantly deluding itself with certain policies — and paying for widespread 
publicity to do it — such as imperfect degrees of currency convertibility, 
minor cuts in tariffs, emphasis on getting private capital to move where 
it does not want to go, very partial and largely unreal efforts towards 
economic integration among some West-European countries. These 
policies, even when they are commendable in themselves, only nibble at 
the fringes of the big pressing problems. The social scientists come under 
the ideological pressure not to deprive the general public of its illusions, 
i.e., not to inform it of the true proportions of facts, issues, and accom- 
plishments. 

But the courage that our nations need in our time is not the cheap 
and, in the end. unreliable one of false optimism and the whipped-up 
belief that everything will finally turn out to be going our way. They 
need, rather, the courage of desperation which all the time seeks and 
exposes the cold truth and which is strong enough to face serious dangers 
squarely and even to accept calmly reverses and retreats and which urges 
us to work on nevertheless, even against all odds, and to sfick to our 
basic ideals. Turning the tide would, indeed, require changed attitudes 
within and between all nations. The social sciences have,- of course, not 
the duty of reformers to be the actual agents of this change of attitudes. 
But opportunist pressures are tending to divert us from our real duly 
of analyzing relentlessly the facts and thereby preparing the ground 
among our peoples for that realism in their world outlook, which is the 
first condition for the needed change of attitudes. 

If the world ever returns to sanity, it will be immediately apparent 
that many of our scientific exertions during recent years have been 
illusory. This is a matter that comes within the bicrad realm of the still 
undeveloped sociology of knowledge; its crucial importance, not only 
for the social sciences themselves, but also for the general formulation 
of ideas and ideals — and, consecjuently, also for political development — 
would warrant penetrating and pitiless study. The general value premise 
upon which the sociological study of the social sciences will have to be 
based, is given: in a democracy it is in the public interest that the 
truths — not least the uncomfortable ones — be established and dissem- 
inated as widely as possible; illusions — and particularly the opportunistic 
ones — are a public clanger. This value premise is implied in the great 
motto with which Columbia University entered in 1954 the celebration of 
its two centuries of existence as a force for rationality in America and in 
the whole world of learning; “Man s right to knowledge and the free use 
thereof.’* 
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We started our study by defining the problem of international eco- 
nomic integration in terms of the Western world’s inherited ideals of 
liberty and equality (Chapter II). In our cultural setting there can be no 
competing value premise. Though perfection is distant and our vision 
blurred, we all know at Heart, though vaguely, what we are talking about, 
for this is the essence of sharing in a common civilization. 

In the industrially advanced nations, which form a tiny minority of 
mankind although they exert a disproportionally large power over world 
events, the internal development has been approaching integration in 
terms of these ideals with an accelerating speed in a process of cumulative 
social change (Chapter III). Relatively speaking, these nations have be- 
come ever richer, their common expectancy is that the future holds in 
store for them both greater equality of opportunity for the individual 
and higher average levels of consumption. Wc have studied how progress 
in production has been a condition for this higher degree of national 
integration, but also how integration was a condition for economic 
progress; progress is, in fact, interwoven in the cumulative social process 
of national integration and is an element of it. 

In our study of international economic integration we first focused 
our interest on the mutual relations between the advanced countries. 
During the last forty years these relations have been forcefully influenced 
by an uninterrupted sequence of violent international crises culminating 
in three periods of great world calamity, the First and the Second World 
Wars and the Great Depression between them. There were continuous 
minor crises between these three major culminations as well as after the 
last one; the most recent crises being the Korean war, which threw all 
countries — except the United States and a few others —off their economic 
balance. It would be surprising ii this sequence of crises had now finally 
reached its end; anyliow, there no longer exists in the Western world, as 
there did immediately after the First World War, a commonly shared as- 
surance that wc are on the way “back to normalcy.” It is clear that the 
trend to international economic disintegration, which stands in such 
dramatic contradiction to the development towards national integration 
in the individual advanced countnrs, has obtained much of its momentum 
from this sequence of violent crises. 

This trend has, however, also deeper causes and this explains why the 
effects of the crises continually pile up, one on the other, and thus per- 
manently change our societies. We have seen how the integration process 
in the national states strongly tends to turn inwards the interests of the 
citizens, whereby international allegiances are weakened. We have also 
studied in some detail how a great number of economic policies, devised 
to realize national economic stability and equality, have an inherent 
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tendency to cause international disintegration (Chapter IV). This is true 
not only of the large number of irrational policies, which we have in all 
countries because our democracy is not sufficiently alert and intelligent, 
but also of policies which are rational from the exclusive viewpoint of 
national interests. This is the deeper causal mechanism behind the 
growing institutional disparity between ever strengthened national states 
and weakened international institutions. 

As our value premise is international, and not only national, integration, 
we have inquired into the practical means of overcoming this flagrant 
contradiction in all our policies and found that, theoretically, the con- 
tradiction could be resolved by an international cooperation directed 
towards coordinating, tliough not liquidating, the national policies in 
the service of commonly felt interests. As an international community 
does not exist, except in its barest and most rudimentary beginnings, 
whereas the national communities are strong and getting ever stronger 
and are also instilling a continuously growing allegiance to national at 
the expense of international values, we have to face the fact that, prac- 
tically, attempts to realize the international goal meet overwhelming 
resistance. The trend has been, and still is, in the nature of a continuous 
retreat to economic nationalism. 

This conclusion w^as reached on general grounds from a study of the 
social foices operating within the machinery of the welfare state, which 
for long has been the well-established form of national community in 
all advanced countries, and was dien verified with special reference to 
labor and capital movements (Chapters VII and VITI). Wc found that 
international factor movements, which had played such a very important 
role in the process of national and international integration of the ad- 
vanced countries before 1914, have now been relegated to tiny streams 
diverted from their natural courses. 

Thus in most cases the states have virtually sealed the boundaries 
of their national labor markets against any intruders — even from neigh- 
boring and closely related nations. The international capital market has 
almost ceased to function, except for the reinvestment of profits or for 
direct new investments in the imperial outlands, where they can be 
closely controlled as auxiliaries to the economy of the home country. 
Government credits, mostly granted by the United States, and the opera- 
tions of the International Bank, have not to any material extent become 
a substitute for the defunct private capital market of earlier times. We 
saw no reliable signs of any substantial change of these trends in the 
labor and capital markets. 

International trade has fallen in relation to production and income. 
The underlying causes of this trend are, of course, mainly the great num- 
ber of impediments to imports that most countries — and, in particular. 
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the bigger countries—have applied in the interest of internal stability 
and equality. In the Western world— unlike the nations in the Soviet 
orbit— we rarely think consciously of our economies in terms of long- 
term developments and trends but fix our attention on the ups and downs 
from quarter to quarter and year to year; and except for the moments of 
acute crises, we have been living most of the time in situations where wc 
sincerely hoped that international trade would be freer and move up- 
wards again and we have talked and written much on the assumpt ion that 
it would. 

More recently we have been absorbed by the valiant strivings to restore 
currency convertibility and to abolish the quantitative and, in particular, 
the discriminatory trade and payments restrictions that are not part of the 
several countries’ deliberate economic policies but forced upon them by 
foreign exchange considerations. In our study of these restriction': they 
stand out as symptoms of the deeper dislocations and frustrations of for- 
eign trade and of the movements ol capital and labor caused by the 
sequence of international crises and the policies of the national welfare 
states (Chapter VI). From symptoms, however, they have developed into 
root causes that aggravate the illness, and their expunction is well worth 
trying. 

Wc have found many difficulties in the way, all arising from deeper and 
less easily removed elements of international disintegration— among them 
the dislocations in international trade, the frustration and perversion of 
the capital market, the failure to agree oh international cooperation to 
stabilize business fluctuations, etc. But we would not consider it improb- 
able that for the industrially advanced countries convertibility of some sort 
(and with a number of qiialificaticms and exceptions) could be reached 
within a not too distant future. The main point to retain is, however, 
that convertibility in this sense is a comparatively minor issue when 
the problem of international integration is considered. In current dis- 
cussion there has been an opportunist tendency to exaggerate its import- 
ance out of all proportion. 

As a case study wc analyzed the record of the much-advertized policy 
towards West-European economic integration (Chapter V), We had to 
conclude that it had not achieve^ its goals. The explanation why ‘his 
policy— undertaken in a region, at a time, and under circumstances 
which were extraordinarily favorable for its success— nonetheless failed, 
was found to be in the superficiality of analysis and practical approach. 
The policy evaded the integration problems on the deeper level of 
factor movements and never faced the issue of equality between peoples 
in different nations. Nor was an effective attempt made to establish the 
basis of international solidarity among the peoples, without which the 
causes of international disintefirration cannot be removed. 
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The years after the Second World War have seen the emergence of 
a new phenomenon, international aid, again given mostly by the United 
States (Chapter IX). It is an interesting innovation, but — except for 
Marshall aid and other assistance to Western Europe — it has as yet been 
insignificant and haphazard from a broader economic point of view. The 
bigger problem of international integration, that of aiding the economic 
development of the underdeveloped countries, is as yet hardly more 
than a vision and a challenge. 

The problem of the tremendous, and growing, disparities in factor 
[)roporLions, factor prices and, therefore, living standards between the 
industrially advanced nations and the underdeveloped ones, which com- 
prise by far the larger part of mankind, was characterized as the main 
and dominant problem of international integration as this issue faces 
our generation (Chapter I). In all the chapters up to Chapter IX, which 
were mainly focused on the relations between tlie advanced countries, 
this thought was constantly present in the back of our mind. The existing 
patterns of labor and capital mobility and international aid were studied 
also from the viewpoint of whether they could alleviate the plight of 
the underdeveloped countries. On most points the answers we reached 
were negative. The rest of the study— more than hall the book — was 
thereafter entirely devoted to the problems of the development of the 
underdeveloped countries. 

In these countries a considerable number of new approaches, the 
beginning of the breaking down of stale social traditions, and a new 
realignment of human efforts have been made possible by the war and 
its aftermath. New independent nations have come into existence and 
older ones have embraced new aspirations. The backward and economi- 
cally stagnant populations in Asia, Africa, Latin America, and Soul hern 
Europe are seething. In the advanced countries there is increasing aware- 
ness of these untold masses of new active participants in the international 
political concert of nations, seeking their destiny. 

Wc studied the ps)chological, ideological, and political forces at work 
in the underdeveloped countries and tried to give due importance to the 
color question, the nationalistic urge, and the growing feeling of solidarity 
between the underprivileged nations (Chapter XI). We noticed how the 
"great awakening" in a real and fundamental sense is nothing less than 
the rapid and explosive spread over the globe of our Western ideals of 
liberty and equality. We cannot, therefore, stop it, but are under the 
inner compulsion to spur it on, whichever way we turn and whatever 
we do. 

We saw how the drive for development — conceived as a political pro- 
gram to apply modern techniques in order to raise levels of living for the 
masses — is an entirely new thing in history, without any parallel in the 
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industrially advanced, democratic countries’ own earlier experience. It 
also implies a tendency to skip the stage of capital accumulation, and 
does so while an important clement in the situation of underdeveloped 
countries is that they, unlike the now advanced countries in their time of 
early industiialization, do not have an international capital market 
providing them with a cheap and plentiful capital inflow. What is actu- 
ally happening is that the advanced countries are exporting to the 
underdeveloped countries the revolutionary idea of the welfare state— 
which is the final result of generations of stern capital accumulation, 
economic progress, and national integration under exceptionally favor- 
able circumstances. They are supplying them with some technical advice 
but not with the requisite capital. 

Against this general background we studied the problem of national 
integration in underdeveloped countries (Chapter XII). We focused our 
interest on the deeper social changes, necessary to make the integration 
process possible, and established the urgent need for initial radical 
reforms of the social structure to break all kinds of rigidities. We saw the 
paramount danger in many underdeveloped countries, and particularly 
in the most heavily populated ones, of the fjresenl population trends 
and the pressing need for a deliberate population policy. In the economic 
field, too, the state has to play a much more decisive role than it ever did 
in the industrially advanced countries. A serious difficulty arises because 
the governments and administrations concerned are so much weaker. 

The reforms of the social structure in undci developed countries and, 
indeed, their entire social, economic, and political development cannot 
be patterned on the forms of the developed countries. The underdevel- 
oped countries, if they ^jccxed, will giow into national communities 
which in many ways will be diflerenl from ours, as they have values of 
their own which should be presen ?d and developed and which, anyhow, 
cannot be eradicated without i‘i\iting disaster. Certain values, and 
particularly political democracy, should, however, according to our value 
premises, be imported together with the new techniques, though again 
the forms will be different but not necessarily inferior. Success in steering 
the development in the direction of democracy will depend upon their 
relative success in economic devcl )pment. 

Our study of the problems of commercial policy of underdeveloped 
countries showed the hitter failure of all the biave plans drawn up in 
the closing years of the war and immediately after to alleviate their 
difficulties in foreign trade by international action to stabilize com- 
modity prices, instigate compensatory capital movements, control indus- 
trial cartels, etc. (Chapter XIII). Almost the only recourse therefore left 
to the underdeveloped countries is self-help and a national policy 
designed in the national interest. 
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They will have to stabilize savings on the relatively very high level 
that corresponds to their development ambitions, and do so under the 
given conditions of extremely low levels of consumption, little or no 
capital inflow, and widely fluctuating export proceeds. In their export 
policies their main interests must be to break the rigidities of their 
production system, reach a higher diversification of production and ex- 
port, and, if possible, make fuller use of the opportunities of mutual co- 
operation. In their import policies they must try to use their foreign 
exchange as much as possible to buy capital goods. They will have been 
forced already, for exchange reasons, to interfere radically in their foreign 
trade; the fact that their economics are underdeveloped and unbalanced 
provides additional and .special reasons for protection. In this respect 
they are in a very different trading position from that of the advanced 
countries, and one very different also from that wliich is. as yet, unequivo- 
cally recognized in the advanced countries, either practically in their com- 
mercial policies towards the underdeveloped countries or in most of the 
theoretical literature on their commercial problems. 

Our attempt has been to study in broad outline but realistically the 
problems confronting underdeveloped countries, keeping our eyes wide 
open for all opportunities and facilities but also facing squarely and 
analyzing relentlessly the difficulties. Taking together all the inferences 
drawn from these last three chapters it is impossible to end with any 
other conclusion than that, short of a number of near miracles, few 
underdeveloped countries will sulcccd in attaining their essential goals. 
The alternative to reasonable success is political catastrophe. 

This is spelled out, since the rational purpose of study and thought 
must be to find out where we are heading. The present author, how'cver, 
does not believe in a deterrninist philosophy of history. He constantly 
tries to recall that liistory is man-made and never a blind destiny, deter- 
mined in advance. Trends do change, the unexpected happens. When the 
need was greatest, inspiration and leadership have often w^orked near- 
miracles in the history of nations. 

Our study has been an analysis of international relations in the 
non-Soviet world. We have nor gone into the problem of how the political 
split between the two parts of the world developed. But I would here 
add the observation that the study is also relevant to an analysis of this 
fateful political split. This analysis w^ould have to be based on a 
thorough understanding of the international relations within the non- 
Soviet world, as well as of those within the Soviet orbit. 

We have, how^ever, taken a summary view of the economic effects in 
the non-Soviet world of the cold war — these effects being defined as an 
independent variable — as otherwise our study would have been grossly 
superficial (Chapter X). These effects are immense, though most of them 
cannot be assessed with any accuracy; this is so for logical reasons, since 
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the political split and the cold war are such huge historical entities 
that the hypothetical situation in the world, if they were absent, cannot 
be ascertained. Generally speaking, the economic effects of the cold war 
are not very different in character from the effects of the other wars and 
international crises which have filled these last forty years and forcibly 
pushed the world in the direction of national economic integration and 
international disintegration. 

We have had reasons to emphasize especially the ideological effects in 
the underprivileged part of the world of the Soviet system tor economic 
development- It is, indeed, easily understandable wdiy in the non-Soviet 
world and, particularly, in the United Stares, interest in the under- 
developed countries becomes motivated mainly by the fear that these 
countries may go Communist and that, more particularly, proposals for 
aiding them and for improving international cooperation as a whole in 
the non-Soviet world are given this negative moiivation. The character 
of a motivation, even for good deeds, is, however, not without political 
consequence. Contrary to a popular fallacy, even money is not without a 
taste and a smell. When derding with the significant questions of institu- 
tional forms for, and political condifions applied to, international aid 
and cooperation \vc have seen the paramount importance of this. 

The main conclusion that conies out of this study is, however, that 
m the present stage of history nations in the non-Soviet world are not 
prepared in peacetime to accept the degiee of international human 
solidarity which would make possible progress towards international 
economic integration. Underneath all the discrcic facts and causal rela- 
tions that have been dealt with in this book and put in some order, this 
is the hard core of the matter. 

The paradox is, of course, that human solidarity within the individual 
nations has meanwhile been gi owing rapidly and has now reached an 
intensity and an effectiveness that could h.^rdly Iiave hern foreseen fifty 
or a hundred years ago. In the highly advanced countries our material 
progress is founded upon this solidaiity; in the less advanced toun^rics 
the development of national solidarity is the main basis for hope that 
they, too, will progress. The contiadiciion in all our policies — and within 
our national and inUTnatioi.*: institutions and, indeed, in oue social 
sciences, our philosophical thinking, and our political attitudes — has its 
social determination in this fact that the very growth of national 
solidarity in practically all its manifestations has implied a shrinking of 
international solidarity. 

The International “Class vSociety" 

While in the nationally highly integrated countries, which are also the 
rich and progressive ones and where something less than one sixth of 
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mankind lives, class differences have been gradually eradicated, these 
nations themselves, as nations, are still, more than ever, appearing as an 
entrenched upper class in world society. To a great extent these elite 
nations are content to continue living their own national lives, watch- 
ing th^ir privileges, implicitly convinced of the intrinsic superiority of 
their ways of life and wanting to have them generally accepted as norms, 
taking their own intcnelations as the important ones and as forming 
the center of what is recognized as international problems. 

Marx's idea that there existed a basis for international solidarity be- 
tween the poor in all countries was never anything more than a myth. 
Now it is not even preserved as a myth by the practical men who direct 
the Labor parties in the several countries. There is no functioning “In- 
ternational Labor Movement"; as I pointed out in Chapter IV, the con- 
siderable degree of internationalism which animated the Labor move- 
ment and all other popular reform movements in their beginnings gen- 
erations ago has almost disappeared as these movements have been trans- 
formed into important forces in the national political life of the several 
countries. 

The Marxian concept of a “proletariat" never corresponded very closely 
to reality in most of the countries which are ilow highly advanced. In 
any case workers in these countries today do not form a “proletariat" any 
longer. They enjoy living standards which in many ways are superior to 
those of the middle classes one or two generations ago. In many of our 
countries they are well accustomed to support governments of the Labor 
party and other governments among whose members are many who 
spring from their midst. In all advanced countries they participate on 
equal terms in determining the political fate of the national community. 
Through their political power they have provided social security for 
themselves, they can save and become small capitalists, they can keep 
their children in universities and are gradually breaking down tlie im- 
portant class monopoly of higher education which earlier existed particu- 
larly in Europe. Social mobility is now a rapid and continuous process. 
In a word, the national community is becoming theirs. 

It is, however, not only the high living standards, the ever greater 
equality of opportunity, and the fuller participation in political responsi- 
bility for the national communities that mark off people in the lower 
income brackets in the advanced countries from the poor masses in the 
underprivileged world. In relation to these masses they have in their 
own feelings very definitely become “upper class" themselves. And, even 
more important, they have acquired vested interests in their nations’ 
privileged position. 

In the countries that still have colonics this is true in a very direct 
sense. In none of these countries — and definitely not in those where the 



THE WORLD ADRIFT 


S17 


national economy depends heavily on colonial possessions, such as 
Belgium in relation to the Belgian Congo — have the Labor parties taken 
a very effective anticolonial stand. Not even in a country like Sweden, 
which unsentimentally sold for money her last colony more than a 
century ago, is the colonial issue a living and important one in the Labor 
movement — in any case not more than it is to other political groups hav- 
ing their moorings in the higher income brackets of the population. 

As in the stable upper classes within nations, cohesion between the 
advanced countries has for many generations become strengthened by 
ties not only of culture but also of migration and kinship. Between these 
nations there exists undoubtedly a certain degree of solidarity that the 
underprivileged nations neither have among themselves nor share with 
the richer countries. Like the solidarity in any upper class lormation in 
an individual countiy, it includes also many nations on the fringe. These 
nations are like the various types of poorer relatives in any healthy sp( ri- 
men of w^hat the sociologists call “the larger family": the prudent 
struggling young man who has been left with little inheritance, those 
who are old or sick or have had bad luck, the advcntuicr, and the 
prodigal son. In various ways and forms, and with considerable com- 
plaints, they are assisted when they get into difficulties. And then there 
are nations in a more settled middle class position which do not ai tempt 
to identify themselves with the really advanced countries but which also 
feel socially distant from the large group of very poor and underdeveloped 
ones. 

An element of decay in this upper class formation of nations— also oltcn 
observed in the upper class within a nation — is, however, an increasing 
internal disintegration The recent increase in the recourse to aid and 
assistance as between these nations is to a significant part an effect of 
this disintegration; it is conscience money — a substitute for a more con- 
structive economic cooperation between them which is failing. We have 
seen how these ad\anced nations have not been able to solve in a satis- 
factory w^ay the problems of freeing and stabilizing their own mutual 
economic relations. 

The major part of the public discussi^in of international integration is, 
as a matter of fact, devoted to this intraclass problem, even if in form 
the interests of the underprivileged nations are included. As we have 
seen in Chapter IV, this disintegration, even in the partial world of 
advanced nations, is in many ways the incidental result of the national 
integration process in the several individual states. A disintegrating upper 
class is usually not more but less capable of taking a broader view of 
society, than if it had fewer and smaller internal problems to worry 
about. 

I do not want to press this analogy but I do think that it has an eh*- 
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inent of relevance. On a fundamental level, the differences between na- 
tions have similarities with the differences between social classes in a 
national community — as they existed before they began to dissolve 
rapidly, on account of national integration in our modern welfare states. 

The larger part of the rest of mankind forms in this sense a lower class 
of nations — with a number of nations in a middle class position between. 
As a matter of fact, and considering their actual levels of living, the term 
"proletariat" would be more appropriate in such an international com- 
parison than it ever was or, anyhow, is now within any of the advanced 
nations. The "great aw^akening" in the backward nations is slowly also 
creating among them the class consciousness without which a social con- 
glomeration is amorphous and unintegrated. 

The actual cohesion is, however, as yet extremely weak. The conscious- 
ness of unity of interests and destiny has to develop by the breaking down 
of firmly established traditions. As in the preindustrial, patriarchal na- 
tional community individuals and families among the poor had their 
regular primary contacts not so much with each other but with indi- 
vidual upper class families whose clients and dependents they were, so 
the traditional international relations of backward peoples were bilateral 
ones with the metropolitan countries. 

1 do not deny, of course, the strong cultural ties existing among a num- 
ber of underdeveloped countries. The Latin American nations have in 
general the same Iberian culture and their allegiance to the Catholic 
Church is usually strong. Similarly, the Moslem world is very dependent 
on the Arab tradition. It is the stagnation of culture, however, reflected in 
the low level of economic development of which it is both cause and 
effect, which gives full play to. the disintegrating forces within these coun- 
tries and at the same time frustrates their interrelations. 

As we have seen, however, cohesion between the underprivileged na- 
tions has had its beginning in feelings of solidarity in the most general 
questions, such as demands for breaking down the remnants of colonial- 
ism, for international redistributional measures, belter terms of trade, 
and international price stabilization. The institution of the United 
Nations has had perhaps its greatest consequence in offering general 
forums where representative^ of the underprivileged nations could meet 
each other and where attitudes of unity between them could be gradually 
formed and expressed. As yet their solidarity has not been great enough, 
and the available technical means for policy planning and execution not 
accomplished enough for any. significant practical cooperation in trade 
or anything else. But the significant fact is that while the trend of change 
in the upper class group of nations has been for a long time towards dis- 
integration, frail beginnings of an opposite trend towards greater cohesion 
are visible in the underprivileged group of nations. 



THE WORLD ADRIFT 


S19 


The gradual strengthening of this practical cooperation will in the 
ordinary way of cumulative social change be both cause and effect of the 
growth of solidarity in the large lower class of world society. The greatest 
difficulty to overcome — always a retarding and in some countries perhaps 
a preventive force — is without doubt the immense social and economic 
inequalities within these countries, that is, their general lack of national 
integration.® 

The great riches of a few in the underprivileged countries should, 
however, not conceal the main truth that the overwhelmingly great 
masses of their inhabitants are very poor. It is in this sense that they form 
a lower class of nations. In our present era, the expression “the interna- 
tional labor movement" can have no real sense except as referriiig to the 
beginning of the revolt of this poverty-stricken majority of nations in 
our world.® 

The Policies of the Underdeveloped Countries 

The world's hope for a peaceful solution of the political problem 
raised by the gross inequality of opportunity between nations consists, of 
course, in the possibility of two great and interrelated changes in the 
world. 

First, that the underprivileged nations succeed in joining forces effect- 
ively; as I have repeatedly stressed, it is strongly in the interest of inter- 
national world democracy that they strengthen their bargaining power. 

Second, that, as the present power vacuum is thus filled, a greater equal- 
ity of opportunity is brought about by peaceful means of internitional 
cooperation on the basis of a gradually growing feeling of international 
solidarity. 

If these changes occur, this development on a world scale would be 
closely parallel to what has actti.dly happened within our own nations 
during recent generations. 

With all the momentous difficulties that the underdeveloped countries 
have to overcome it must be a source of greai inner security to them that 
their road is so clearly marked and their goal so evident. From the 
point of view of our value premise of international integration their 
greatest defect in the concert oi \ations is quite simply their inability 
to make their wull prevail. Indeed, any real progress towards international 
integration assumes that they are gradually able to exert a power more 
in line with the si/c of their populations. Every year that goes by with the 
underdeveloped countiies still very weak in bargaining power implies 
a continual imperfection of world democracy and a continual danger of 
conflicts becoming unmanageable by peaceful means. 

If they can secure economic progress and national strength by national 
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integraiion, this is in the interest of international integration, too. Their 
strivings for national political and economic independence are at the 
same lime moves towards creating mbre favorable conditions for interna- 
tional integration. Every increase of bargaining power they can reach by 
closer cooperation among themselves, within their own region and in the 
world at large, has the same effect. Even when this cooperation has as 
its direct aim to protect themselves against exploitation by the advanced 
countries, the ultimate result, if they are successful, can only be to build 
a firmer basis for cooperation with the advanced countries too. In all 
their strivings to improve their economic and political situation they have 
the same moral certitude as the labor movements in the industrially ad- 
vanced countries once had when they overcame the impediments of 
poverty, ignorance, and apathy among the masses: that wherever they 
succeeded in gaining something for the poor they built a firmer basis 
for the unity and strength of their nations. 

On these principles we cannot hesitate it we have taken to heart the 
basic ideals of democracy; and the experiences of recent generations of 
the process of reaching a fuller realization of liberty and equality in the 
advanced nations bear them out fully. Only when oil these vnderprivi' 
leged nations, with their great multitude of peoples with di{}eient facial 
features, color of skin, religions, folklores, u7id cultural heritages, have 
risen to equality of opportunity will the world become integrated. Faith 
in this principle is the real content of our value premise. 

At that distant time, if it ever arrives, our descendants may even be 
taking the final steps towards a democratic world government under 
which all human relations come under the rule and protection of 
equitable law, decided upon by due democratic process. The now ad- 
vanced nations would be a tiny minority; numerically they are so even 
now, but the difference would be that their power in the world would 
then not be greater than their relative population. The ideals that have 
'animated these nations in their internal progress to equality would, 
however, have been widely disseminated among other nations that would 
have by then reached their level. Those in the advanced countries who 
shudder at such a prospect may be advised to seek consolation. by reading 
how people in the upper classes a few generations ago foresaw barbarian- 
ism and the doom of Western culture if votes were given to the poor 
masses — who, they often thought, had inferior innate moral and in- 
tellectual qualities — and by contemplating how wrong these forebodings 
were. 

This is the age-old vision of liberty, equality, and fraternity. The Span- 
ish patriot, statesman, and scholar, Mr. Salvador de Madariaga, a few 
years before the successful Fascist rebellion in his own country, gave 
expression to the vision: 
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It is thus that under our eyes a new society is being formed, a wider Christen- 
dom, a civitas mundi, less theological than the Christianity of the Middle Ages, 
less sentimental and abstract than the “Mankind" of our grandfathers. It is 
not based on the Here-after but on the Here and Now, it does not draw its 
strength from feelings and opinions but fiom facts and necessities. For boundary 
walls it has “nothing but the earth"; for inhabitants, men, races and nations; 
for powers of moral aeativencss, all the cultures; for sources of natural creative- 
ness, places and climates; for guide it has reason, for faith the intuition of an 
order, that is to say the relatively modest dogma that God is not mad 

The vision is important because it clarifies our value premise. Mean- 
while, the important thing in our life from day to day is the direction in 
which we are moving: whether we arc approaching or steadily departing 
from our ideal. 

The role of the underdeveloped countries is clear. They have con- 
tinuously to push their interests which, almost by definition, are broadly 
the interests of international intcgiation. The effort from their side is 
necessary for progress towards equality of opportunity; lor, as I have 
stressed, it would be illusory to expect that the advanced nations would 
accommodate them merely out of their good will. They must be pressed 
to it. If they are effectively pressed, however, the underprivileged nations 
will have many to support them in the advanced countries. For their 
requests will appeal to ideals which are cherished in these countries, even 
when they are not lived up to. 

The Moral Dilemma in the Advanced Couneries 

In our industrially advanced countries, where levels of living are high, 
equality of opportunity is substantial, and political democracy is clleitbe, 
we are looking forward with virtual certainty to continued rapid dcvciop- 
ment on all these fronts. We s- o no limit to the further perfection of 
our national communities. One after another ou: countries arc now 
entering an era where all the social and economic goals that were origi- 
nally conceived in earlier generations by the political dreamers, planners 
and fighters, can be realized and — perhaps even more important— where 
there is no real struggle about it any longer. As the community is becom- 
ing ever more integrated and at same time rich enough to carry the 
burdens of social equality, these ideals are becoming accepted by all 
politic:al parties and all social groups. 

In their lifetime the proponents of w^hat is now almost unanirncmsly 
acclaimed were obnoxious to many — sometimes to most — of their com- 
patriots, but some of them now have statuc^s erected to their memory by 
grateful nations. And the many more who arc forgotten have their in- 
destructible monuments in the national institutions where the values 
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they fought for are being given reality. The century-long struggle for 
equality of opportunity is coming to an end, because in the advanced 
nations we almost have it. 

As I noted in Chapter III, there is meanwhile disorientation and con* 
fusion among those who in our age should represent this essential social 
momentum in our democracies — the dreamers, the planners, and the 
fighters, those whose important social function in society is to force a 
humane direction unto the blind course of Leviathan. If internal dis- 
cussion in some countries has tended to triviality and in others to hysteria, 
1 believe the explanation is not only the impact of the cold war but 
also the paucity of real issues which could organize our strivings and 
give them meaning and farsighted purpose. 

What, in the end, are we going to do with our wealth, except to in- 
crease it all the time and make it ever more certain that all of us have 
an equal opportunity to acquire it? I admit that we are not there yet. 
But to reach it is dehnitely within our grasp. What then, on the other 
side of the hills, is our distant goal? What shall we strive for? This is an 
important issue, for “man cloth not live by bread alone." 

While the dreamers, planners, and fighters of cailiei generations are 
finally getting almost all they asked for, somehQW the “better life" in a 
moral and spiritual sense, the craving tor which was their sugreme in- 
spiration, is slow in developing. And there is an uncomfortable and deep 
uncertainty concerning how we sliould attain it. 

To my mind, there is no doubt that our moral dilemma is related to 
the lact that the “welfare state/’ which we have built up, with which we 
feel deeply identified, which we arc not going to give up, and which we 
are bent upon constantly inqiroving, is nationalistic. Solidarity is rapidly 
developing but it is increasingly confined witliin the national boundaries. 
At the same time, because of revolutionary technological and political 
changes, nations are inevitably moving towards greater interdependence. 

Not merely to save the world, but primarily to save our own souls, 
there should again be dreamers, planners, and fighters, in the midst of 
our nations, who would lake upon themselves the important social func- 
tion in democracy of raising our sights — so far ahead that their pro- 
ponents again lorm a definite minority in their nations and avoid the 
unbearable discomfort for reformers of a climate of substantial agree- 
ment. This is only possible if they enlarge the scope of their interests to 
encompass the world scene. 7’hcy must again become internationalists, as 
they were when the reform movements started in the wake of the En- 
lightenment and the French Revolution. 

Five years ago the fifteen West-Eiiropean nations associated with the 
Council of Europe concluded a Convention for the Protection of Human 
Rights and Fundamental Freedoms. In Lord Layton's words, “the Con- 
vention siiould be the acid test of democracy; and thus a condition of 
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membership of the club of European democracies."^^ According to Article 
63 of the Convention any state may “declare" that it shall extend to its 
colonial territories; this means that unless such a declaration is made, the 
Convention docs not apply outside the boundary of the metropolitan 
country. Among the colonial powers in Western Europe, only Britain has 
made such a declaration. But Britain has not accepted the jurisdiction 
of the Court of Human Rights, lor which provision had been made, nor 
the possibility of petitions by individuals or organizations: it was these 
provisions which were supposed to give the “teeth" to this Convention. 
Belgium and France — and Italy — have not even ratified the Convention. 
A moment's reflection over this situation is apt to illuminate glaringly 
our moral dilemma. Does not the veiy idea of human rights and funda- 
mental freedoms carry with it the concept of universality? 

A Marxian Parallel 

Marx's vision^^ hundred years ago of the future development of 
capitalist society, founded upon his deterrninist philosophy of history, his 
analysis of the social facts in the early phases of the industrial revolution, 
and many other ingredients, has, of cbiirse, proved to be entirely false, but 
it is nevertheless highly interesting. It is, as we know, the distinctive 
attribute of a great scholar that even his mistakes are important. 

Marx formed the opinion that the economic inetjualities within every 
nation were bound to grow. Not only would the rich become ever richer, 
but the poor would become poorer, until it all exploded in a revolution; 
thereafter the state, being the property and instrument of the upper 
class, would begin to whher away as unnecessary and the “state of lib- 
erty" would reign. During the process of capital accumulation and indus- 
trial concentration, on the one side, and the proletarianization ot the 
masses, on the other side, the upj>er class would consolidate itself and use 
the entire power of the state to hold down the proletariat. The upper 
class would remain essentially selfish and the continuation ol inexpensive 
charity would only serve to cover up this fact. In the end the disparity 
would be so enormous that society would burst. “The knell of capitalist 
private property sounds. The expropriators are expropriated." 

This magnificently dramatic vis.on of the future was not only founded 
on a philosophical concept but, as I said, seemed to be built upon a most 
impressive array of facts. And a lot of things happened exactly as Marx 
haid foreseen them, particularly in the beginning. At one stage of the 
development in all our countries the police force was used to break up 
trade unions. In many of them the Church remained for a long time an 
instrument for preaching contentment, obedience, and discipline to the 
poor. The army was regularly conceived of, not only as a defense arm 
in war, but also as a safeguard against the “inner enemy." The upper class 
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was selfish and charity w^as a joke from the point of view of the ideal of 
equality. Some industries did consolidate. But other industries did not 
and various distributive and service occupations increased in a way Marx 
had not foreseen. The ownership even of the consolidated industries was 
also dispersed, with consequences that Marx had not taken into con- 
sideration. A whole series of other things happened that Marx had not 
reckoned with or had not seen the full significance of. 

The main surprise from the point of view of Marx’s prophecy was the 
gradually developing national solidarity on tlie basis of which the great 
changes of capitalist society in the interest of liberty and equality of 
opportunity could be induced. The ideals of the national slate, of the 
community of destiny and aspirations, and of the intrinsic equality of all 
the people within its boundaries were stronger than Marx had under- 
stood and in the end stronger than the class feelings. Individuals from 
the upper class went over as fighters in the political struggle for the poor 
masses and this had an importance for which there was little place in 
Marx’s thinking. 

What we have seen in the preceding chapters is, however, that, while 
national integration has been growing, internationally the v/orld has 
been disintegrating and international solidarity is at a low point. Dis- 
parities in levels of income and living as between nations h<y^c been 
widening and continue to widen. I noted in the first chapter that it is a 
relevant and immensely important question whether Marx’s prophecy, 
which has been proved wrong for the individual nations, may not turn 
out to be an accurate forecast in regard to the relations between nations. 

The weight ol the whole argument of this book is that to prove Mai\ 
wrong also in those international relations w^ould require the growth of 
solidarity among nations on a vast scale. The concept of the welfare, state, 
to which we are now giving reality in all the advanced nations, would 
have to be widened and changed into a concept of a '‘zuelfare world/' It 
is probably the only alternative to giving Marx’s prophecy its due in the 
vastly more crucial international sphere, while he has been proved wrong 
in the national one. 

The difTiculties in the way of instigating a development in the world, 
parallel to the development within the nations which made Marx a false 
prophet, are immense. 'Fhe concept of mankind is bleak, abstract, and 
empty ol comretc emotions to most people, compared wnth the concept 
of the national state. he United Slates, Sweden, and Great Britain are 
entities, the reality of which has been experienced for generations as 
forms for internal struggle, compromise, and cooperation. They have 
been defended under muiualiv shar<‘d heavy sacrifices against outside 
dangers. T hey have a liistory. And they are functioning, with increasing 
consequence for all thcii citizens. 

Even at a stage when class cleavages were deeper than now, everybody 
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came together, within a country, on the street, in the church, and in 
daily work. Geographical migration and to an increasing extent social 
mobility and the existence of a capital market, on the one hand, and 
ihe newspapers and schools, on the other, widened the immediate en- 
vironment and widened it to the nation. The idea of people's funda- 
mental equality and the ideal of their right to equal opportunity were 
part of the national creed long before gross inequalities were eradicated. 
People spoke the same language and shared in the same institutions. All 
these are significant characteristics of the national state from the very 
beginning, the absence of which in the larger world implies very much 
greater difficulties in reaching unity of policy, that is to say, in reaching 
cooperation. 

The most important of the institutions shared was, of course, die na- 
tional state itself and the most important difficulty in fostering interna- 
tional solidarity is the absence of a functioning world community (Chap- 
ter IV). In the national state the police and the army were always under 
the command of one authority, the government, which gradually became 
itself the instrument of a functioning democracy, encompassing all the 
citizens, having equal rights. Only in periods of national decay were there 
separate armed forces. Before the development of modern military tech- 
niques democracy had a basis of firm power in the very nature of in- 
fantry: one man, one gun. I'o an extent something similar was true of 
the formation of opinions before recent inventions in the field of mass 
communication and propaganda. The regimentation of minds was less 
possible.^’^ 

In the world today we stand, however, in the words of Mr. Adlai E. 
Stevenson, ‘'shoulder to houlder — ^vvn'th a hydrogen bomb, ticking in our 
pocket";^^ I understand that it is now on the cards that technical develop- 
ment will soon make it possible for even small states to find the rnean^: of 
destroying large parts of the world around them. And the perfection and 
consolidation of the mass communications industry, in the big countries 
increasingly organized within the framew^ork of the state, influenced by 
its policy, and recently directly geared to “psychological warfare," is t? 
threat to the liberty of the minds qf people that cannot even be con- 
tained passively in our pocket hut is already at work. As usual, propa- 
ganda is m6st effective in convincing oneself: a nation going all out in 
using these new unconventional propaganda weapons may easily become, 
to a degree that makes the thoughtless patriot happy, unflinchingly 
united, in the belief that it is completely right on every single issue, 
including all tactical moves by its government — but only at the cost of 
its growing spiritual isolation from the rest of the world. 

It is in this perspective that Lord John Boyd Ord sees what he calls "the 
White Man’s Dilemma": 
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He can attempt by force to maintain military and economic supremacy, in 
which case he will be involved in an almost world-wide disastrous war, worse 
than Korea, the final outcome of which will be the downfall of Western civilisa- 
tion. On the other hand, he can, as Stringfellow Barr puts it, join the human 
family and use his present industrial supremacy to develop the resources of the 
earth to put an end to hunger and poverty with resulting worldwide economic 
prosperity — in which case he would lose his superior power.^® 

The Western powers are faced with the rising waves of revolt in Asia, Africa, 
and Latin America against poverty. They can try to resist it by force or keep 
it off by the offer of technical assistance and trifling loans with political strings 
attached to them, which will break on the first strain. In that case they will 
ultimately be destroyed or submerged. On the other hsand, either with or without 
co-operation of the USSR, they could recognise the inevitable and use their 
overwhelming industrial superiority to create a new world of plenty. In so 
doing they would gain a new power and prestige by assuming leadership in the 
march of the human family to the new age of peace and prosperity and the 
common brotherhovod of man, which modern science has made the only alterna- 
tive to the decline and the fall of the Western civilisation.’® 

. . . This is a hard decision to make. To give up a power goes against the 
grain, and all the patriotism and pride of race, which has been dinned into 
him, revolt at the suggestion of the equality of races.’’ 

To hope that for the world at large we can remake what we have grad- 
ually accomplished in the most advanced national states may "seem an 
utterly utopian dream. The difficulties in ihe way of its realization have 
been described in this book. Nevertheless, 1 for one would not commit 
myself to the belief that Marx’s prediction of cataclysm, which proved 
wrong for the national states, will prove right in the international field. 

The unexpected may happen again. If it happens, the change of atti- 
tudes will not come as a sudden dramatic conversion of nations to inter- 
nationalism but, as I pointed out in Chapter IV, will be rather in the 
nature of a cumulative process engendered by countless efforts, sustained 
faithfully over years and decades. 

The Role of the United States 

A move towards international solidarity would imply readiness to make 
sacrifices on the part of the industrially advanced countries. The sacrifices 
would be well wwth while in the long run, and they would be small com- 
pared with the national income of those countries and even with the nor- 
mal annual increment. But sacrifices there would be and it is implicit in 
the very logic of solidarity and international integration that the sacrifices 
would have to be shared in some equitable manner. 

Power over the development would also have to be shared. And there 
is a close and necessary relation between sacrifices and power that was 
once expressed in a great principle of the American Revolution that there 
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should be no taxation without representation. Neither can there be any 
real representation without taxation. 

To the discomfort of the American nation and the apprehension of the 
whole world, an altogether unreasonably large share of the political 
responsibility for setting the world right, and an equally disproportionate 
obligation in carrying the financial sacrifices implied, has been thrust 
upon the United States. 

This fact is so blatant that it is obvious to the common man in the 
United States — to the worker, the fanner, the businessman, the teacher, 
the preacher, the lawyer, and all the others who form the basis for the 
collective will in that great democracy. They all feel rightly that “the 
leadership of the free world” — as the colorful and somewhat simplified 
American expression runs — is something that is forced upon them by 
external circumstances, something they did not seek, and something for 
which their short national history behind the protection of two oceans 
has hardly prepared them. 

Many competent political thinkers in the United States have for a 
long time clearly seen how fateful have been the consequences of the 
political vacuum created on the one hand by the sudden decrease after 
the Second World War of the power*of the old European great nations 
and on the other by the still almost nonexistent bargaining power of the 
countries in the underdeveloped continents. They have also noted how 
the old League ol Nations, wdiich went on the rocks as the war came 
near, nonetheless represented, in spite of its major failure to prevent that 
war, a training school for big and small countries in the art of how to 
get together and discuss their interrelations: of the two superpowers, 
which now begin to ronopoiize the world theater, one — the United 
States — has not benefited at all from this jjreparatory schooling and the 
other, the Soviet Union, was a rather later and irregular participant. 

Ail good Americans are torn between two feelings: on the one hand, 
that it is a dangerous monstrosity and deeply against their concept of 
democracy that their will, or anybody else's will, should dominate the 
policy of a whole group of nations with a total population many timec* 
that of the United States; on the othe^- hand, that world events press 
upon them the necessity of attempting to do exactly that. And they are, 
of course, perfectly aware that this deeper problem is not in any real sense 
solved to anybody's satisfaction by a decision to talk about “partnership ' 
instead of “leadership.” 

In various chapters of this book 1 have referred to the several elements 
in the historical process that have led to this diamatic impasse. The most 
important of them is the economic development itself. Western Europe, 
ravaged by the war, cut off from its eastern hinterland, and having lost 
most of its profitable dependencies in the backward regions as well as its 
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investments in the new continents, has shrunk in relative economic im- 
portance, while North America has risen as a giant, dominating more 
and more in production, trade, and capital formation. 

The very rapid rise in economic power of the United States during the 
last fifteen years is to a great extent only a delayed realization of an 
economic growth which for a whole decade was thwarted by the eco* 
nomic stagnation of the thirties. It is easy to sec now that the main 
defect of the pump-priming policy under the New Deal was that the 
spending was on altogether too small a scale; the immense needs of the 
war, as it gradually affected the United States, finally succeeded in bring- 
ing into the production line the many millions of unemployed and all 
the oth^ir unused resources, with the result that the economy again 
developed according to its potentialities. The United States could there- 
fore carry on the war with rising levels of real income and had a much 
higher productivity when the war ended than before.^® And contrary to 
Western Europe there was no destruction by military action. 

When the war was over it was therefore natural that the United States 
should undertake almost singlehanded the responsibility for rendering 
the financial support that was needed for reconstruction and recovery. 
This rescue work came to involve much bigger sums and stretch over 
many more years than was originaly foreseen; it also became aimost en- 
tirely concentrated on Western Europe. 

In the beginning it was to a large part undoubtedly motivated — in the 
eyes of both the giving nation and the receiving ones — as a postponed 
sharing in the sacrifices of the common war effort between the United 
States — which was in the war for a shorter time, had suffered less, and 
had come out stronger economically — and some of its less fortunate 
allies. The story of American aid to Western Europe can, however, never 
be really understood except by taking into account that psychological 
trait of the American nation which is the tradition of Christian neighbor- 
Hness and generosity to the needy, the historical roots of which I referred 
to in Chapter IX. 

Against the background of the popular psychological reactions to re- 
ceiving American aid, which I commented upon in Chapter V, it is easily 
understandable that the West-Europcan nations — or, rather, those of 
them that are not as poor and underdeveloped as the southern ones — have 
honestly wanted to dispense with that aid. Nonetheless, the long period of 
receiving unilateral aid from the United States has not passed without 
creating a pattern of thought in Northwest Europe which I consider 
extremely dangerous for solid and sustained progress towards interna- 
tional integration. To the common man as well as to the average 
politician in Northwest Europe, the United States is the enormously rich 
country whose natural role is to take upon itself the financial burden of 
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any international aid in any part of the world that may be required, 
with only token contributions from other advanced countries. 

Now that aid to undci developed countries for their economic develop- 
ment is brought up on the agenda, this attitude becomes clearly visible. A 
main reason why there is no fjressure from the other advanced countries 
radically to internationalize aid and technical assistance to underdevel- 
oped countries — except in the form of relatively minor programs, repre- 
senting token contributions — is, of course, this feeling that it is natural 
and right to leave it to the United States to take upon itself to-do the 
main jcjb unilaterally. 

Giving aid unilaterally for so many years to other advanced nations 
has also had its impact upon the Americans’ own way of thinking. One 
reason why this attitude— that it is the United States’ natural role to 
provide most of the international aid that is needed — could exert such a 
strong hold in all other advanced nations is, naturally, that tne same 
historical experience has conditioned the Americans themselves to feel 
the same way about it. 

As I showed in Chapter IX, in present political conditions unilateral 
aid on any large scale is bound to have the most serious effects both in 
the United States and in the receiving underdeveloped countries: at home 
it can hardly be motivated except as a political device in the cold war; 
this lowers moral and economic standards in the distribution, direction, 
and utilization of aid, creates resentments and political splits in the 
receiving countries, and will in the end only provide valid reasons in 
the United States for radically cutting down the appropriations. Even 
more broadly — and apart from these eflccts — it is an entirely unsound 
situation for a large part of mankind to become more or less permanently 
dependent upon receiving charity from one single nation. 

Even if that nation were made up of philosc^pheis and saints — which 
it is not — it could hardly avoid exploiting the situation by pressing its 
will upon its clients. And even if it did not, the clients would believe 
that it did, and tliey would revolt. All our ideals for social interrelations, 
as they have been formed for many centuries, arc against this type of 
unilateral charity above community control and, therefore, arbitrary in 
its essence. 

It is aid given by a single govei.ouent I feel apprehensive about; inter- 
national aid is an even more delicate matter than international lending, 
discussed in Chapter VIll. The Red Cross, the churches, and the experi- 
enced and highly competent American philanthropic foundations have in 
their constitutions and in the ideals they serve a protection f6r their moral 
and political integrity which the state quite simply cannot have, as it is 
in its very nature an institution tor exerting power; and power must 
demoralize aid. 
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The world cannot be run as a company town — at least, not if we want 
it to be a democratic world. None of the virtues of the private corpora- 
tions, which actually did run towns in our countries a generation or two 
ago, saved them from causing public resentment; in the end they all had 
to become integrated under community rules and pay taxes decided upon 
by the majority of their foimier clients — who also had to pay taxes. 

Resentment — often unreasonable resentment — among the clients is, 
however, not the only result of such a basically abnormal international 
relationship; the patron’s own moral status becomes affected. Secure be- 
hind the two oceans, feeling certain of its basic ideals, experiencing 
progress and relying firmly upon its rapid continuation, the United States 
once consistently displayed a quality of great open-mindedness, both to 
its own shortcomings and to superior values abroad, which was unmatched 
in any country, small or big. elsewhere in the world. Becoming the patron 
of the world, the Americans are now in danger of being robbed of this 
great national quality. 

Instead of being open to criticism from outside, the Americans are 
now in danger of becoming touchy and narrowly nationalistic in- their 
feelings.^® And the nation is gradually convincing itself — and unfortu- 
nately also informing the world — that the United States is superior not 
only in production but also in everything else: from city management, 
housing policies, and organization of the labor market, to matters of 
religion, the definition of academic freedom, the functioning of the 
democratic process and the general philosophy of life — which is an 
exaggeration.^® 

Another old trait in Puritan America, self-righteousness, earlier counter- 
vailed most of the time by the readiness to learn from criticism, is now 
taking a stronger hold over the nation. I mention it here as it is, partly at 
least, an effect of the abnormal relations with all other nations into which 
the United States has been pushed; at the same time this change must 
tend, of course, to isolate the nation spiritually and increase the tendencies 
to resentment abroad that, even without this spur, are bound to result 
from the abnormal relationship of client and patron. 

The inimical effects of unilateral aid given mainly by the United 
States are in my view so serious that — even giving full consideration to 
the urgent needs of the underdeveloped countries— I would rather see 
a short-term decrease in American willingness to give aid than the 
establishment of the present pattern as a firm one; in the end I expect 
anyhow that a cutting down of aid will be the result.^^ It might very well 
be that such a relative withdrawal by the United States would be the 
most efficient way of placing the necessity of considering a more equitable 
sharing of burdens before the other advanced countries; this would 
assume, however, that the American reaction would be directed against 
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the unilateral aid and not against the international schemes under the 
United Nations, 

I am fully aware of what in Chapter IX I called the awkward fact of 
American bigness and that under any international aid scheme the United 
States share in the burden would be very large. But it makes all the 
difference if the other advanced countries also carry their load and if the 
relatively larger American contribution becomes integrated into an 
organized international concerted action. The big corporation in an 
industrial town also contributes the largest share to the municipal finances 
but does so under general rules, and all other businesses also pay accord- 
ing to their assessed means. 

An even more dangerous effect of unilateral aid from the point of view 
of international integration is, however, that appropriations for aid and 
technical assistance that are totally insignificant when measured in terms 
of the world economy become what Professor |acob Viner has character- 
ized as conscience money, relieving the United States from thinking 
through the consequences of its basic valuations in the several fields of 
economic policy. Positive action here would be much more important for 
the world and even tor the underdeveloped countiies than any aid and 
assistance. 

What these fields are, I summarize in the next section of this chap- 
ter. A general characteristic of these other policy efforts, for which 
aid and assistance should not be pcniiitied to serve as a substitute, is 
that, whatever sacrifices — real or imaginary— they would request are 
common ones. These efforts therefore im])Iy abstention from economic 
policies that arc narrowly nationalistic and so, of course, impediments to 
concerted internaiional pcticm directed to serving common interests. While 
unilateral aid is bound in the long run to influence world relations in a 
way that endangers progress towards international integration, those 
other policy efforts would all be steps toward!> such an integration. 

In this wider realm there is, indeed, a wide scope for American leader- 
ship — and it would be a real leadership, corresponding more closely to 
our democratic ideals than docs the mere picking up of the checks for 
international charity. The present po'iition is, however, rather that 
American policy, or the lack of it, often constitutes the chief stumbling 
block to progress in these policy helds. 

Today's Practical Agenda 

The responsibilit) for what will happen to the trend of international 
economic relations — whether its direction will be towards continued 
disintegration or be changed towards integration — falls mainly upon the 
industrially advanced countrif/s. For it is part of the present state of 
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international economic disintegration that they have a disproportion- 
ately large share of power. It is also these countries that, in a develop- 
ment towards integration, would have to adjust their policies to agree 
with the pressure from the underdeveloped countries for equality of 
opportunity. If now in conclusion I proceed to spell out some specific 
and practical main goals for our efforts to reach a closer international 
economic integration, these goals are selected as strategic in the sense that 
it would be of great importance if attitudes in the advanced countries 
were accordingly changed. 

I have expressed the opinion that thorough institutional study should 
be devoted to the practical problem of building up anew an international 
capital market that under the radically changed circumstances of today 
could again make it possible foi capital to begin to flow to the countries 
that need capital import and the industries where capital could be 
profitably employed (Chapter VIII). A main object would naturally be 
to assure a substantial capital inflow to underdeveloped countries; but 
it is recognized that breaking the present trend to capital autarky between 
the advanced countries is desirable in itself and would generally loosen 
up international rigidities and create more favorable conditions for the 
underdeveloped countries to draw effectively on the available capital 
resources. 

There are great diversities on the side of demand as well as^of supply 
and it can be assumed that a re-created effective international capital mar- 
ket would consist of a network of many variegated finanqial channels; at- 
tempts to force the development into a unified structure or system should 
therefore be resisted. Meanwhile, the International Bank should be 
given the inducement, and the financial basis, to enlarge its lending 
operations, particularly for development purposes, to the limits set by its 
laudable policy of keeping its lending on straight business lines. Even 
together with the proposed International Finance Corporation — which 
we now can hope will soon be coming into existence — it will in any 
case never be able to take care of more than a very small part of the 
international lending that is rationally called for. 

The peoples of the advanced countries should, further, gradually be 
educated to make the sacrifice of an increasing amount of international 
aid to underdeveloped countries (Chapter IX). We need particularly 
to tap more effectively the resources of countries in this group other 
than the United States. Quite apart from the immediate increase in aid 
which this would imply, it is probably the only means by which aid to 
underdeveloped countries can gradually be lifted to any appreciable level 
as a long-term proposition. A broader participation in international shar- 
ing would also help to keep a semblance of political balance in the 
international aid schemes. 
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A gradually increasing part of international aid could then be canalized 
through international agencies. The creation of the proposed Special 
United Nations Fund for Economic Development would be a first small 
step in this direction. Aid should be kept separate from credit, and pre- 
vented from deteriorating sound business standards in credit affairs; pre- 
serving this distinction forms the only basis upon which any volume of 
increased credit is possible (Chapter VIII). 

An internationalization of international aid would be important also 
in order to tackle more successfully the thorny question of distinguishing 
between '"good*' and "bad" backward states. At present it sometimes seems 
that help tends to go mainly to the undeserving. It is my belief that a 
stricter adherence to our old-fashioned standards of credit-worthiness — 
which should be a natural guide in any international undertaking — ^would 
go a long way towards correcting the present haphazard and biased dis^ 
tribution of aid. Instead of remaining aloof, advanced countries must be 
more prepared to come to the aid of those governments that prove them- 
selves willing and capable of tackling with determination their basic 
problems. It is recognized, of course, that if international aid is swallowed 
up in the military strategy of the cold war, none of these reforms in the 
direction of fair standards and good economy is feasible (Chapter IX). 

The most hopeful forecast — assuming a much more favorable develop- 
ment than is at present objectively warranted — would have to conclude 
that in the years immediately ahead foreign credits and aid will only to 
a small extent fill the real needs of the underdeveloped countries for 
capital for economic development; if things go less well, foreign credits 
and aid will continue to be insignificant. Under any assumption these 
countries will have to furnish by far the greater part of development 
capital themselves; they will have to extract it from their citizens by 
keeping down consumption. In particular, they will have to budget their 
foreign exchange resources most economically in order to increase their 
possibilities of impotting capital goods for developn^ent. 

Rather radical interferences in their foreign trade — import restrictions 
and export subsidics—are inevitable for most underdeveloped countries 
that want to push ahead their economic development; these countries have 
also special reasons foi protection which developed countries do not have 
(Chapter XIII). I think we sho.dvl stop circumventing the plain truth 
that underdeveloped countries almost by necessity have to regulate their 
foreign trade and that they have a rational interest in protecting their 
struggling industries against the competition of the advanced countries, 
an interest which goes much further than the infant industry argument 
or any other of the traditional amplifications of the free-trade doctrine. 
To admit this openly and squarely and to take the consequences in their 
commercial policy towards the underdeveloped countries including the 
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abstention from pressing them in bilateral negotiations to open their 
boundaries to imports which they do not deem that they can afford— 
is probably the most powerful of the aids to self-aid that advanced 
countries are at present likely to be prepared to give them. 

The appeals to abolish restrictions on international trade and payments 
have a legitimate address, and that is to the industrially advanced 
countries. Very much more fundamental changes in these countries* 
internal and external policies than are usually envisaged or politically 
feasible within the foreseeable future would be called for to reach sub- 
stantial results in this direction (Chapters IV and VI). The advanced 
countries should, in fact, manage their internal affairs and their inter- 
national relations so as to enable them to take their proper place in a 
better integrated world economy as creditor countries; and the creditor 
countries should accept the consequences of their position (Chapters VI 
and XIII). When creditor countries liberalize their own trade, they raise 
the level of world trade in general, and at the same time specifically help 
the underdeveloped countries that are interested in obtaining freer access 
to markets and maximizing their exports and, consequently, their imports. 

A sterner financial policy in those advanced countries that at present 
are still seeking refuge in the category of underdeveloped countries with 
exchange difficulties — without having the same good reasons for doing it 
— would make, of course, a determined move to full convertit)ility and 
trade liberalization more possible; the trend to capital autarky as between 
these countries could then also be broken. Freeing and stabilizing the 
economic relations between the advanced countries is ah international 
integration goal by itself; it would at the same time have great advantages 
for underdeveloped countries even if their own currencies could not be 
convertible and even if, anyhow, they would not be in a position to 
liberalize their own foreign trade. 

Likewise, the underdeveloped countries would reap great advantages 
from any success the advanced countries wo^ild have in perfecting, 
nationally and internationally, their business stabilization policy. Another 
service which the advanced countries could render the underdeveloped 
countries, without any cost to themselves and actually to their own 
advantage, would be to give their wholehearted cooperation to inter- 
national efforts to stabilize the prices of staple commodities. The problem 
is technically complicated but, according to almost unanimous expert 
opinion, the technical difficulties are not insurmountable. 

The new international capital market should be organized so that 
compensatory capital flows could be induced to counteract the effects 
of such fluctuations in the export proceeds which in spite of the com- 
modity arrangements would occur. This last mentioned reform, together 
with the price stabilization measures, would, in fact, provide a much 
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firmer basis for a general policy of counteracting business fluctuations. 

Much the same holds true in regard to the problems of international 
control of industrial cartels. Effective cooperation to solve this problem 
would be wholesome for the advanced countries themselves and would 
in particular benefit the underdeveloped ones. 

We need to give some thought, too, to increasing the possibilities for 
individuals, and not simply for money and commodities, to move across 
the frontiers between our countries. Labor, talent, and knowledge 
should be allowed to flow more freely. Generally, we should in cooperation 
find the means to relax the national restrictions which repudiate a funda- 
mental value of Western civilization and cripple us in tackling con- 
structively the formidable international problems before us. 

I realize that stressing at the end of my book these concrete and 
practical issues on today's agenda of our weak international organizations 
may almost appear an anti-climax to the demonstration I have given of 
the hugeness of the problems and the need foi radical changes in ail 
nations’ attitudes U) each other. But an international economy, realizing 
greater equality of opportunity for all peoples in the world will not come 
about by any single great decision and act. There is no sudden or other 
way of turning the tide than the laborious one of seeking solutions to 
concrete and practical issues; if success could be achieved in this direction, 
a development would have begun which could then gradually gather 
strength (Chapter IV), 

The industrially advanced countries have increasingly during recent 
years stalled on all these practical matters of international cooperation; 
my fear is that this may continue and that, at the same lime, bitterness 
will grow in the underdeveloped countries where stagnation will persist 
and economic clevelopn. ni m any case be uneven and too slow. The 
advanced countries, under the impact of the cold w^ar and the spur of 
an unbroken sequence of politica’ calamities, have felt compelled to de- 
vote an enormous share of their g*'Owing wealth to increasing continually 
their military power of destruction, which under the circumstances is 
understandable and defensible. But by the logic of tragedy this has also 
given reason to their economic nationalism and comfort to them con- 
science when stalling on international cooperation. My fear is that they 
will continue to find reasons and romforts useful to this end. 

To close this book on a tone of fatalism would, however, be contrary to 
its purpose and its basic nondeterministic philosophy. The future is not 
a blind destiny but is, instead, under our responsibility. We have the 
powers to analyze the facts and to establish rationally the practical impli- 
cations of our ideals. We have the freedom to readjust our policies and, 
thereby, to deflect and change the trends. 
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The Place of Value Premises in Scientific Analysis 

"Economic integration” is a value-loaded term. It carries the implication that 
the attainment of economic integration — in some sense — is desirable. 

That a term is value-loaded is, even when used in scientific inquiry, not of 
itself a ground for objection. It has been a misguided endeavor in social science 
for a little more than a century to seek to make "objective” our main value- 
loaded concepts by giving them a "purely scientific” definition, supposedly free 
from any association with political valuations. To isolate them frofn such asso- 
ciation, new and innocent-looking synonyms were often invented and sub- 
stituted, On logical grounds, these attempts were doomed to failure. The load 
of valuations was not there without a purpose and a function, and they soon 
pierced through the strained "purely scientific” definitions and even crept 
back into the specially fabricated synonyms. 

There is no way of studying social reality other than from the viewpoint of 
human ideals. A "disinterested social science” has never existed and, for logical 
reasons, cannot exist. The value connotation of our main concepts represents 
our interest in a matter, gives direction to our thoughts and significance to our 
inferences. It poses the questions without which there arc no answers.^ 

The recognition that our very concepts are value-loaded implies that they 
cannot be defined except in terms of political valuations. It is, indeed, on 
account of scientific stringency that these valuations should be made explicit. 
They represent value premises for the scientific analysis; contrary to widely 
held opinions, not only the practical conclusions from a scientific analysis, but 
this analysis itself depends necessarily on value premises. 

A value premise should not be chosen arbitrarily; it must be relevant and 
significant in relation to the society in which we live. It can, therefore, only be 
ascertained by an examination of what people actually desire. People’s desires 
are to some extent regularly founded on erroneous beliefs about facts and 
causal relations. To that extent a corrected value premise — corresponding to 
what people would desire if tlieir. knowledge about the world around them were 
more perfect — can be construed and has relevance. 
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By no econometric trick, however, can a value premise be generated by pure 
reasoning or inferred from facts other than people’s actual valuations. Therefore, 
no discussion of closer international economic integration has any meaning, 
except within the framework of a set of political valuations which should be 
made explicit. If a meaning is attached to the concept '‘integration,” without 
any value premise being stated, there is nonetheless an implied one, usually 
corresponding to the author’s own political preferences or those of his national 
milieu. Since the premise is concealed, this is not only presumptuous, but 
actually amounts to a fraud, even though an unconscious one. 

The proper method to proceed, instead, would be to seek the foundation for 
the analysis in an empirical study of people’s opinions on the matter under 
investigation. We should map the field of interests and ideals as they exist 
and should confront these volitional forces with each other and with all other 
facts of the political, social, and economic situation of the world. I believe that 
the future of practical social science lies in seeking this foundation of a very 
much modernized political science, making full use of empirical sociology and 
social psychology. 

This was, of course, not possible for the present restricted study of the 
problem of international economic integration. We have had to be content with 
what is generally known about what people do desire, based to a large extent 
on impressions and conjectural inferences. Nevertheless, it is important that the 
true relations between valuations and research in social science be recognized 
and that the proper place be reserved in our reasoning for people’s political 
valuations. 

A corollary to this general philosophy of the correct method of social science 
is the open recognition of the fact, stressed in Chapter II, that ordinarily the 
meaning of value-loaded concepts is indeterminate within a certain field. In 
fact, people have different and conflicting valuations and, therefore, mean 
different things when they talk about economic integration as being desirable. 
It is not a mark of clear thinking that the concept be determined by a definite 
— and arbitrary — definition, inherent vagueness must be recognized and ac- 
counted for. 

7'he unity of a culture consists, ho ever, in the fact that fc a relatively large 
degree there exists a certain rommuaity of valuations, which implies that the 
field of vagueness is limited. This is particularly true of our most general 
valuations. In this book the concept “economic integration” has been related to 
the old ideals in Western civilization of liberty and equality and, more specifi- 
cally, equality of economic opportunity. The trend of development in our 
advanced countries has been continually towards greater emphasis — and greater 
national realization— of these ideals, j iie “awakening” of the backward peoples 
consists very much in their, too, embracing these Western ideals. 

The Classical Theory of the Perfect Market 

These ideals were, of course, also basic to the classical economic doctrine. To 
an economist it would, indeed, be most natural to associate the notion “eco- 
nomic integration” with the theoretical model of the perfect market, governed 
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by the market forces. Such a definition would not necessarily prevent the change 
of die concept, referred to in Chapter II, to imply the desirability of a dynamic 
process instead of a ^stalic balance. 

Viewed from this angle, an economy would be fully integrated when the 
prices of identical goods and services everywhere tended to become the same 
and when, in addition, labor of a given kind commanded the same wage, when 
there was one market for capital with a single rate of interest at comparable 
levels of risk, and when the rent for the same kind of land had been equalized — 
in a less than completely atomistic economy: with appropriate amplifications 
added for noncompeting groups, location of land, etc. 

The doctrine of the perfect market represented, as we know, something more 
than a theoretical tool for economic analysis, namely a valuation of how society 
ought to operate. From this political angle the significant characteristics of the 
classical construction refer naturally more to tlie beneficial effects expected to 
accrue to the participants in an economy that adhered to the doctrine, and less 
to the specific policies, or rather absence of policies, by which these effects were 
supposed to be realized. 

The free market economy would, as I have already pointed out, lead to an 
equalization of the remunerations of the factors of production. In human terms 
this would take us a long way towards the achievement of the ideal of equality 
of opportunity, as every kind of productive effort would, without discrimination, 
be aw'arded the same pay. And tlie freedom to move in society w^ithout artificial 
barriers, which for this purpose w^as assumed in the free market economy, repre- 
sents by itself an important element of this ideal. • 

The beneficial effects of the free market economy were furthermore, assumed 
— and considerable theoretical exertions went into “proving'" it scientifically — 
to include maximizing the total production. In a dynamic setting this would 
correspond to creating the conditions for rapid economic progress. 

Another old Western ideal, closely related to, but not identical with, the 
demand for equality of opportunity — the equalization of incomes and wealth — 
was given its due a little more than a century ago by the explicit recognition that 
the free market economy ought to be perfected by redisti ibutionai reforms. The 
principle of noninterference should, according to the classical doctrine, be 
adhered to in the sphere of production and exchange, where natural forces 
worked themselves out to common advantage; but in the sphere of distribution 
corrections would have to be applied by means of taxation and other inter- 
ferences with the working of the price mechanism. It was held that otherwise the 
free market economy would not lead to a desirable social development and this 
was motivated by the hedonistic law of decreasing marginal utility, according 
to which a more even distribution would increase “social welfare.'' 

The theory of the free .market economy was, therefore, from Johti Stuart 
Mill on, always presented with a major reservation underlining the legitimacy 
of redistributional interferences, and it was believed that they would not change 
materially the operation of the free market economy in the sphere of production 
and exchange. This represents an extension of the ideal of "equal opportunity" 
to incorporate in addition an extra degree of "equalization of realized income 
and wealth." 

Of these three main valuations at the basis of the classical economic doctrine 
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the first one — the demand for equalization of the remunerations of the factors of 
production — relates directly to the ideals of liberty and equality. During the 
last hundred years, if anything has changed, it has been towards giving increased 
emphasis to the demand for equality of oppoituniiy. The iwo other valuations 
are partly instrumental to this one. Redistributional reforms are needed in order 
to give reality to the attempts to establish equality of opportunity. Similarly, 
a fair degree of economic progress in terms of a rapidly rising level of pro- 
duction is, as we have found, a precondition fur all cflectivc attempts to 
equalize opportunities. 

“Economic integration” as an ideal quite clearly cannot be define*.; by relat- 
ing the concept to the classical doctrine of a free market economy, we have 
seen in Captcr III that the actual proces'' towards integration within the 
advanced countries has taken them further and further away from this theoretical 
model. Nevertheless, as I pointed out in Chapter II, the present study is in line, 
on a deeper level, with the traditions of political economy, since it is based on 
those more fundamental valuations, centered on equality of opooitunity, upon 
which the classical doctrine was also founded. 

The Classical Theory of International Trade 

The classical theory^ of international trade was an adjunct to this doctrine of 
a free market economy. It assumed that all national etonoinies were completely 
integrated domestically as peifcLt maikiis. Tiiis was, ol tourse, an uiuealistic 
assumption; only a lew countries, and they only in the last two generations, have 
gradually reached a state that we can meaningfully say approaches national 
integration; and these higher integrated economies are, as I have pointed out, 
not ol the tree market type. 

Intel natioiitjlly, the lacuu's of production were assumed to be immobile.® This 
was a strange assumption, as in the nineteenth century and until tiie First 
World Wa»' there actually occurred, in the partial world which was then actively 
participating in international intercourse, very substantial movements of labor 
and capital which considerably contributed to the inaintcriaiice of international 
balance. The assumption has becca -e increasingly leidistic. though, during the 
last decades. 

Since factor movements were CKcluded by hypothesis, complete international 
equalization of factor prices was not attained even in theory. Such equalization 
of factor prices as was possible was supposed to come about through the interna 
tional specialization and division of labor made possible by trade, which was to 
acJiieve this purpose by equalizing the prices of goods everywhere in the world, 
within the limits set by transport cc.>ts. The practical condusion cd the thcoiy 
was therefore the desirability of free trade. 

As a matter of fact, international trade is no^v less free than ever. The na- 
tional economics are not free market economies and arc becoming less so as 
national integraiion proceeds. The very efleciivc aid to attaining international 
balance which, until the First World War — and against the assumption of the 
classical theory — large-scale factor movements actually gave to trade, has almcjst 
disappeared. 

As between developed and underdeveloped countries, international trade as 
Z 
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was pointed out in the beginning of Chapter XIII, does not equalize factor 
prices but rather tends to set up a cumulative process away from equilibrium.® 
The political development has now brought to the forefront the very large, and 
growing, disparities between these two types of countries, and economic develop- 
ment of the underdeveloped ones has become a recognized main goal of inter- 
national economic integration. 

International economic integration, like national integration, is at bottom a 
much broader problem than trade and even than economics. It involves problems 
of social cohesion and practical international solidarity, and the building up of 
machinery for accomplishing intergovernmental agreements and large-scale politi- 
cal settlements, as a half-way house to the common decisions on economic policy 
that may be out of reach for our age. 

A definition of “international integration” in terms of free international 
trade is, therefore, as false as one in terms ot the perfect market. However, to 
the extent that the classical doctrine of international trade was founded upon 
the basic ideals, enumerated in our account of the doctrine of the perfect 
market, the analysis in this book is, again on a deeper level, in line with the 
more fundamental intentions of the doctrine. 

The rejection of the classical doctrines as appropriate terms for the definition 
of our value premise, “international integration,” does not imply, however, that 
important elements of theoretical analysis, contained in these doctrines and 
amplified by the work of generations of economists in the classical line, do not 
preserve their usefulness as tools in economic research. ^ 
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